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WORLD NEWS 


Mexican officials 
admit drug cartel 
bought domestic 
bank in 1995 

Mexican dnjg traffickers took 


turmoil and lax regulation In 1995 

mid 1996 to buy a small domestic 

bank, ft Is tt» first admission that 
cartels succeeded in fnffltrafing 
Mexico's banking system. Page 16 

Cook firm over settlement visit 

Robin Cook, UK foreign secretary, 
stood titm in hb Intent to visit a Jew- 
ish settlement /n Arab east Jerusalem 
as pert of his Middle East peace- 
brokering effort on behalf of the 
European Union. Page 5; EdHorial 
Comment, Page 15 

Enopoan Union eases beef ban 

A two-year ban an exports of British 
beef is to be eased after European 
Unton fanri mintetere gave over- 
whelming support to e scheme 
aBowing shipments from Northern 
Ireland. Page 10 

Etwop ea p agricultural po&qr reform 

Franz Ftschter, European Union agri- 
culture commissioner, is to outline 
his plan for the most wide-ranging 
reform in the 36-yeer history of the 
Common Agricuittral Poficy. Page 2 

German opposition urges prudence 

Germany's opposition Social Demo- 
cratic party stressed financial pru- 
dence when It agreed the SPO mani- 
festo for tile German general election 
on September 27. Page 3 

Cfintoo cpHStions sex dates 

The Clinton administfation ques- 
tioned the credibfflty of former White 
House vohaiteer Kathleen WiBey, 
who accused President BfflCfinton of 
making a sexual advance-in the Oval. 
Office In 1993. Page 8 

US attacked owar cfinate treaty 

Raul Est ra d a- Oyuefa. the Argenti ne 
diplomat who chared the Kyoto talks 
on tackingcfimaie change, cbdmed - 
that US politicians’ opposition to the 
global warming Uaety reflected US 
isolatiantan. Page 8 . 

WMfe House; Ubtor peace 'dose* 

FtoasidaTt BfflCSrdorfctdfiowed Torrjr . 
Blair, the UK prime' mWster. In 
describbig a peace settiemantin 
Northern Mend as “agonisingly 
dose” and urging the region's politi- 
cians to make the necessary com- 
promises. Page 18 

China Onpass rebels war Li 

China's parliament dteptayed rare 
advaraarial reflexes as mors than 10 
per cent of delegates refused to 
endorse outgoing premier U Peng In 
hfe new Job as. c ha irman of the iegis- i 
Item Pago 0; Observer, Page 15 , 

Bong Kang — p lay — bI rises 

Hong Kong's unemployment rale 
jumped in the three months to the 
end of February, cfimbtng to 29 per 
cent from 2-5 per cart ki the quarter 1 
to. the and of January. Page 6 

Kuwait appoints new government 

SheBdi Jaber aPAhmad ef-Sabah, 
Kuwait’s Emir, accepted the govern- 
ment’s resignation, reappointed the 
prime minister and asked him to form 
a new cabinet. Page 5 I 

toqboob Mast kHb five cMdrea ! 

Rve children were kilted when a ! 
bomb from the 1991 Guif war I 

exploded in Basra, southern Iraq. 

Dr Benias* Spock dfas, aged 94 

Dr Benjamin Spock, the paecSatrician 
who becane known as the “father of 
the-btey-boomerU”, has died at tiie 
age of 94. Page 3- 

FT growth 

Worldwide sales of the Financial 
Times reached a record of 353,543 
copies a day on average in February, 
ifi 15.4 per cent on February 1997, 
according to the Audit Buwau of Cir- 
aia&ons. 




Outsider appointed 
to head Bank of 
Japan in wake of 
corruption scandal 

Japan broke with tradition by 
appointing an outsider as gcwemOr of 
the Bank of Japan. Masaru Hayami. 
former head of Nissho twai. me of 
Japan's largest trading companies, 
succeeds governor Yasuo Matsush- 
ita, who offered Ns resignation after 
the arrest of a senior bank official on 
corruption charges. Page 16 

Uoflever, the world’s biggest 
margarine producer, confirmed that 
its Van den Bergh subsidiary was 
developing a spread that can reduce 
human cholesterol levels by up to 10 
per cent. Page 17 

Deutsche Morgan Grenfefi’s best 
known US investment bankers have 
written to cfients to dtepei “false 
rumours* being spread by “envious 
competitors” and have pledged their 
future to the German bank. Page 18 

UPS, the US express parcels group, 
has teamed up with the German post 
office to launch a rati-based parcels 
network, saying that Deutsche Bahn, 
the train operator. Is not providing 
good service. Page 4 

Telefonica tie Espapa, the Spanish 
telecommunications group, said It 
would launch rts international division 
on the stock market as part of an 
overseas expansion. Page 17 

OBvatti, the Italian 
telecommunications and information 
technology cyoup, wfll announce on 
Thursday a commercial partner sh ip 
with Xerox of the US to strengthen 
and modernise its range of office 
equpment products. Page 22 

BTR, the UK conglomerate, raised 
about £650m (SI bn) with the sale of 
two butting materials groups as it 
moves towards becoming a pure 
engineering company. Page 17 

The EsHopean Commission 

approved the $13bn merger of Price 
Waterhouse and Coopers & Lybrand, 
the accountancy firms, saying the 
collapse of a atmOar merger between 
"KPMG and Ernst ‘A Young had fig- ■ 
!• urad In its decision. Page 20 

Cendant, the international direct 
marketing group, raised the stakes in 
the battle for American Bankers 
Insurance, lifting Its bid for the 
Florida-based credit insurer by about 
15 per cent to $3.1 bn, or $67 a 
shoe. The bid challenges American 
International Group’s offer of $2-7bn, 
or $58 a share, which has been 
accepted by the ABI board. Page 17 

CBa Specialty Chemicals of 
Switzerland reported a strong rise in 
inderfyfng profits for Its first yeer but 
disclosed higher than expected 
exceptional charges to cover the 
cost of Its demerger from Novartis, 
the drugs group. Page 17 

The Belgian financial services group 
formed by the merger of Belgium's 
Kradtetbank, Cera Bank and ABB 
I insurance could be the country's big- 
gest company by market captaflsa- 
tion at about $13-5bn. Page 23 

WOde SaptB, one of the UK’s leading 
law Arms, is to join the law network 
of Arthur Andersen, the accountants. 
The move give® Andersen access to 
the City of London’s financial legal 
services market Page 10 

Amu, a telecoms carrier in the US 
south-east and Mklwest, announced 
a $4bn purchase of 360 Communica- 
tions, a wireless group. Page 18 

| World Equity Markets 

Tire latest trends and data from more 
tiian^O national maristes at a glares 
7 Pag f37‘ 
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Greek stocks up 7% on ERM entry 


By Ksrie Hope hi Athens and Richard 
Adams and PWSp Coggan bi Umdon 

Tbe Greek stock market jumped 
more than 7 per cent yesterday, 

as investors reacted enthusiasti- 
cally to tbe drachma’s entry fatn 
I Europe’s Exchange Bate Mecha- 
nism at the weekend. But the 
Socialist government was critic- 
ised for accepting a 12.1 per cent 
devaluation, of the national cur- 
rency as the price of entry. 

Costas Slmitis, the pro-Euro- 
pean Greek prime minister, faced 
hostile reaction from hardliners 
in his cabinet, who were not 
informed in advance of the deci- 
sion to join the ERM several 
months earlier than expected. 
Greece had signalled its intention 
to join European economic and 
monetary union on January 1, 
2001, a date which would not 
require it to join the ERM until 
the end of this year. 

Over the weekend, the EU 
monetary committee agreed a 
new central rate of Dr357 to the 
Ecu, a 12.1 per cent drop from 


Unilever chairman warns of Emu impact 


The European economy will be dealt 
a “juddering” shock by the k imftnent 
launch of economic and monetary 
union, Niai FitzGerald, chairman of 
Unilever, the Anglo- Dutch consumer 
products group, waned yester d ay. 

He urged Europe’s potitical leaders 
to "come ctean" about the impact of 
Emu. The single currency would 
force companies to be more 


Friday’s fix of Dr313.7. The old 
notional central rate was 
DT295.269 to the Ecu. 

The Greek government took 
the opportunity to launch a 
EL5bn eurobond yesterday. The 
managers were to infrsflqp 
the amount raised by the bond, 
which has a 10 year maturity and 
a coupon of 5.75 per cent, because 
of strong demand. 

Negotiations for entry to the 
ERM were kept secret to avoid a 
sustained attack on the drachma, 
which hag come under intermit - 


competitive, exposing protectionism 
and unproductive subsidies and 
forcing “tong overdue - reforms to 
labour markets. 

"In every country, in every sector, 
in every community there wffl be 
whiners and losers, ' be said. “[But] 
we ail betime that to the long run the 
winners wffl far outnumber, the . 
losers.” Report, Page 3 


tent pressure since last year's 
Asian crisis. 

Costas Karamanlis, leader of 
the fragmented conservative 
opposition, accused the prime, 
minister of “lying to the Greek 
people” because he foiled to sig- 
nal the switch away from the 
“hard drachma" policy, -which 
pegged the currency to the Ecu! 

Many Greeks face bigger mort- 
gage repayments after choosing 
loans denominated in foreign cur- 
rencies at significantly lower 
interest rates. Small and. 


medium-sized Greek companies 
have borrowed in foreign 
exchange without hedging 1 
against the risk of a drachma 
depreciation. 

During late trading in Europe, 
the drachma was exchanged at 
Dr347 against tbe Ecu. Against 
the D-Mark, the drachma was 
also fir m er at DT174.9, down from 
a session peak of Drl72.3 and 
compared with Friday’s pre- 
devaluation level of Drl70. 

Analysts said the drachma’s 
advance yesterday reflected ris- 
ing confidence in Greece's 
chances of qualifying to join the 
single currency by 2001. two- 
years after its planned launch. 
The government has announced 
plans to shrink Greece's public 
sector, which still accoraxts for 
more than 50 per emit of gross, 
domestic prodnet, significantly 
• over the next two years. ‘ 

A senior Greek banker said: 

: “Today has 1 been an encouraging 
start, but interest rates must 
Come - down fairly fast before 
these measures can be counted a 


success.” 

Short-term interest rates 
declined mar ginally yesterday, 
but several analysts said the first 
real test of interest rate trends 
would come . at tomorrow’s 
fTnanr« ministry auction of trea- 
sury bipR following the expiry of 
government bonds worth 
DrtOOhn. 

Much mfliter reaction greeted 
tbe decision to revalue the punt, 
which revalued by 3 per cent at 
tViA weekend. Analysts said the 
market had been expecting a 
revaluation,, to .-allow Ireland to 
enter the single currency next 
year; The punt closed at DM2J508, 
a little stronger than Friday’s 
closing level of DM2507. 

Shares in -Ireland showed a 
more subdued rehouse but still 
closed at an all-tune high. 

Cuffing fire cost of ihe euro, Page 3 
Etitortal comMot Page 15 
Up(,Pa9 etB _, : 
tatrensfionaf Berets, Page 26 
C re mnctos , Page 27 
wend Stocks, Page 38.:., 


West divided over sanctions on Yugoslavia 


By Gey □ Irena re to Belgrade 

Western governments are divided 
over whether to impose further 
sanctions on Yugoslavia in 
response to its police crackdown 
on ethnic Albanians in the Ser- 
bian province of Kosovo. 

Diplomats say the US is push- 
ing hardest for a frill range of 
sanctions against Belgrade while 
the strongest opposition comes 
from Italy, which has (dose trade 
ties with Yugoslavia, and Russia. 

Yugoslavia has until Friday to 
meet a series of demands on Kos- 
ovo or face “further international 
measures”. Including a freeze on 
gpv HrmiiPnf: funds held abroad. 

Additional sanctions being dis- 
cussed by the six-nation Contact 
Group - which also includes 
France, the UK and Germany - 
include a downgrading of diplo- 
matic relations and the with- 
drawal of landing rights abroad 
far tbe national airline, JAT. 

The Contact Group could not 
reach a consensus on such sanc- 
tions at its meeting in London an 
Marrh 9, the diplomats said. The 
governments agreed instead to 
call on the UN to impose a blan- 
ket arms embargo against Yugo- 
slavia. 

The Contact Group has 
demanded that President Slobo- 



Noway through: ■ poBoa cordon stops a protest march by 2£Q0 Albanian women In Pristina, Kosovo, yesterday Picture AP 


dan Milosevic, the federal Yugo- 
slav president, withdraw his spe- 
cial police farces, allow humani- 
tarian organisations access and 
start a meaningful dialogue with 
the ethnic Albanian leadership 
which wants independence for 
Kosovo. The six countries are to 
meet again on March 25. 

At least 80 ethnic Albanians, 
many of them women chil- 
dren, have been killed in a two- 
week operation by special Ser- 


bian police forces against villages 
in central Kosovo harbouring 
rebels of the separatist Kosovo 
Liberation Army. About 20,000 
Albanians have been displaced 
Hubert V6drine, the French for- 
eign minister, said at the week- 
end that the Contact Group had 
also discussed excluding Yugo- 
slavia's soccer team bom this 
summer’s World Cup in France, 
hut had dropped the idea at an 
early stage. Mir V6drfne’s coun- 


terparts from Britain and -Ger- 
many' also raised objections to 
such a move at a weekend meet- 
ing of European Union foreign 
ministers in Edinburgh. “It 
would rally all Serbs together 
against the west and look like 
collective punishment rather 
than selective punishment,” one 
diplomat said yesterday. 

Yugoslavia was denied its place 
in the 1992 soccer European 
Championships because of the 


Serbian part in provoking the 
wars of tile Yugoslav succession. 

European governments fear 
that a tough policy, towards Bel- 
grade would only play into the 
hands of Vojlslav Seselj, the 
ultra-nationalist opposition 
leader who came dose to win- 
ning the Serbian presidential 
electum last year. 

Mr Milosevic has shown little 
sign of heeding the Contact 
Group demands. 


Exel and Mid Ocean 
form $8bn offshore 
reinsurance group 



30 years of investing in private equity 


By Cbrtstopbsr Adams, 
tas u rance Correspondent 

Bermuda, the fast-growing 
offshore centre for property 
catastrophe reinsurance, is the 
scene of the latest in a string of 
deals reshaping global insurance 
and reinsurance markets. 

Exel, one of the island’s biggest 
insurers, yesterday announced 
an agreed $2.9bn bid for rival 
Mid Ocean. 

The bid is the biggest to 
involve two Bermuda-based 
insurers and shows that even the 
world's youngest and most suc- 
cessful Insurance companies 
have begun to feel the pressure 
to diversify resulting from 

intense competition. 

Exel which has 26B per cent of 
Mid Ocean, is to issue 1.0215 new 
shares for every one In Mid 
Ocean it does not already own. 
The combined group will have 
assets of $9.1hn and market capi- 
talisation of more than $8bn. 

Shares in Mid Ocean jumped $9 
to $72 on the New York Stock 
Exchange. Exel edged $1 higher 
to $72%. 

Analysts said each would give 
the other a wider spread of busi- 
ness. Cost savings would be mini- 
mal because of the nature of the 
businesses, which employ rela- 
tively few staff. 

Exel is the older of the two, set 
up in the early 1380s to specialise 


in North American liability 
insurance. Since then it has 
diversified into other areas such 
as property and catastrophe rein- 
surance, professional indemnity 
and financial reinsurance. 

Mid Ocean was the first of sev- 
eral companies established in 
Bermuda in the early 1990s to 
meet increased demand far prop- 
erty and catastrophe reinsurance 
after Hurricane Andrew. ' 

Under Michael Butt, chief exec- 
utive, who was formerly head of 
Eagle Star, the British-based 
composite insurance subsidiary 
of BAT Industries, Mid Ocean has 
also begun to diversify, buying 
Brockbank, one of the largest 
managing agencies at Lloyd's of 
London, last year. 

The combined group would 
derive 40 per cent of its earnings 
from Insurance, 38 per cent from 
reinsurance and 22 per cent from 
interests at Lloyd’s. 

Other companies in Bermuda 
have already sought locally-based 
partners. Ace bought Tempest Re 
in 1996, while Partner Re 
acquired Sodett Anonyme Fran- 
gaise de Reassurances last year. 

Exel reported pre-tax preriits 
its first quarter - to the aid of 
February - of $155.4m compared 
with $108. lm previously. Operat- 
ing earnings, excluding realised 
investment gains, were 392.5m 
versus 375L5m. It also unveiled a 
$60Qm share buy-back. 
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EUROPEAN UNION: AGENDA 2000 
COMMON AGRICULTURAL POLICY REFORM PROPOSALS PROMPTED BY TRADE LIBERALISATION AND BJ'S EAST . 


Fischler prepares 
to turn farmers 
into entrepreneurs 

The European Union's agriculture commissioner will outline his 
blueprint to overhaul CAP tomorrow. He can expect a rough 
ride. Michael Smith and Maggie liny report 


Franz Fischler. the 
European Union’s agricul- 
ture commissioner, will 
tomorrow outline his blue- 
print for the most wide-rang- 
ing reform in the 3&-year his- 
tory of the Common 
Agriculture Policy. A hostile 
reception Is assured. The 
plan will immediately be 
denounced by farmers, and 
politicians throughout 
Europe are likely to rally to 
their cause. 

The ballyhoo may be 
deceptive. The proposals 
may well be compromised in 
months of tortuous negotia- 
tions with member states. 
However, many diplomats 
and farm leaders believe the 
broad thrust of the changes 
will be implemented around 
the planned date of January 
2000. And fanners will have 
to get used to change. Com- 
petitive pressures and the 
EUs enlargement to the east 
make further reform almost 
inevitable. 

The proposals are part of 
the “Agenda 2000” package 
to streamline the EU for 
expansion to the east early 
next millennium. The EU is 
also revamping structural 
hinds for improving regional 
Infrastructure. 

The CAP plan envisages 
cuts of up to 30 per cent in 
guaranteed minimum prices 
for the most important prod- 
ucts - cereals, beef and 
dairy products. It also fore- 
sees removing production 
limits for cereals, together 
with compensation pay- 
ments to offset farmers' loss 
of income. Mr Fischler says 
his proposals will tum farm- 
ers into export-hungry entre- 


preneurs and give consum- 
ers lower prices and 
improved quality. 

The package comes at a 
cost, and critics say Mr Fis- 
chlcr’s efforts have been too 
timi d- It Will lift the annual 
cost of the CAP by about 10 
per cent Mr Fischler makes 
no apologies, arguing that 
agriculture should be 
rewarded for helping to pre- 
serve the countryside. “It is 
important that we have an 
arrangement between soci- 
ety and the farmers that 
society is prepared to pay for 
the additional [environmen- 
tal] services,” he says. 

Critics allege that never- 
ending subsidies will compli- 
cate EU enlargement and 
could make Brussels' posi- 
tion in upcoming world agri- 
cultural trade talks difficult 
to defend. The Commission's 
proposals, widely leaked 
over the last few weeks, are 
undoubtedly less radical 
than farmers feared and 
reformist countries like Swe- 
den and the UK wanted. 
Some farmers, including 
many in the UK, welcome 
the opening up of markets. 

But virtually all of them 
fear what they see as point- 
ers to the eventual dismem- 
berment of the GAP. 

One concern is a plan to 
hand over about Ecu3bn 
(S&Sbn) of funds a year for 
beef and dairy farmers for 
member countries to distrib- 
ute according to national cri- 
teria. 

Some see a precedent. 
“The next question from 
member states is why should 
we send money to Brussels 
only to then have it sent 


back.” says Hans Jonsson. 
president of the Federation 
of Swedish Farmers. 

Farmers are also angry 
that they are not being fully 
compensated for price cuts 
and. some are concerned that 
there will be a virtually free 
market in cereals, with guar- 
anteed prices only in force 
during natural disasters. 

But few outside fanning 
communities argue that the 
CAP can survive as it is. Its 
initial purpose, bom out of 
Europe's post-war desire for 
self-sufficiency in food, has 
long since vanished. 

The original six member 
states wrote into the ElTs 
founding treaty that the 
agricultural community 
deserved “a fair standard of 
living” and set up a system 
of guaranteed prices in 
depressed markets. By the 
1980s. over-production meant 
expensive food mountains 
and ridicule far farmers and 
the EU. Europe's trading 
partners called for reform. 

Defying intense opposi- 
tion. Ray MacSharry. the 
then agricultural commis- 
sioner, introduced a means 
of limiting cereals produc- 
tion by paying farmers not 
to grow crops. He also 
brought in the principles of 
cutting support prices and 
making direct payments in 
compensation. While those 
changes levelled food moun- 
tains, they angered taxpay- 
ers who saw farmers being 
paid not to grow food. Com- 
mission projections show the 
surpluses reappearing again 
over the next few years 
unless reform is undertaken. 

Cutting guaranteed prices 



should help keep food moun- 
tains low. It will also help 
the EU expand into eastern 
and central Europe, as well 
as bolstering its position in 
talks next year under the 
World Trade Organisation. 

Enlargement is a particu- 
larly sensitive process 
because the five eastern and 
central European countries 
which begin accession talks 
with the EU this month have 
large, unproductive, agricul- 
ture sectors. The EU has no 
intention of extending exist- 
ing CAP benefits to the new 
entrants. If it continued pay- 
ing high prices to west Euro- 
pean farmers it could hardly 
deny similar arrangements 
for those in the east And 
while the EU could argue 
that eastern farmers should 
not be entitled to compensa- 


tion for higher prices they 
never benefited from, agri- 
cultural economists believe 
that it will be impossible to 
maintain such a two-tier sys- 
tem in the long term. 

The problem is delayed, 
but not solved, by the EU's 
plans for transition periods 
during which farmers in the 
new member states will not 
be full members of the CAP. 

Similarly, the Fischler 
reforms tackle but do not 
end the EU's looming diffi- 
culties with the WTO. 
Europe is widely seen to 
have lost out in the last 
round of farm trade talks in 
the early 1990s, because of 
its failure to reform. 

The next round is crucial, 
because world food markets 
are expanding as population 
and incomes in developing 


countries grow. Commission 
officials believe that if price 
subsidies and associated 
export aid are cut. the EU 
will be better able to defend 
its share of the growing mar- 
ket. Mr Fischler says the 
reforms he is proposing 
“bring us into a much more 
offensive position [at the 
WTO] because we can then 
offer something and make 
clear requests." 

Europe's trading partners 
will still press for better 
access to the EU market and 
for lower agriculture subsi- 
dies. They will also question 
the system for compensating 
farmers for price cuts. 

Such problems may 
obscure Mr Fischler’s 
achievement in getting his 
plans taken seriously. His 
step-by-step approach has a 


more realistic chance of 
adoption than would have 
more radical plans. He has 
made good use of the eight 
months since first announc- 
ing outline reform proposals. 

“He has done the rounds 
and listened, and he has 
come up with little sweeten- 
ers for everyone" says one 
farm union leader. 

“The Italians will be 
tempted by rises in milk 
quotas, for example, and the 
national governments by 
powers to disperse funds. It 
will be difficult to get a 
united front against this.” 

But despite the package's 
accomplishments, it falls 
short of the deregulation the 
EU’s trading partners want 
Mr Fischler or his successors 
will still have to come back 
for more. 


EU REGIONAL AID WIDE-RANGING CHANGES COINCIDE WITH CAP REFORM COMMODITIES PLANS AFFECT CEREALS, BEEF, DAIRY, OLIVE OIL AND TOBACCO 


Countries aim to cling 
on to Brussels hand-outs 


Move towards freer market 


By Maggie Uny 
and Michael Snath 


By Lionel Bather in Brussels 

The planned reforms in the 
Common Agricultural Policy 
will take place alongside sep- 
arate but equally important 
changes in the European 
Union regional aid budget 

Together they account for 
more than 80 per cent of all 
EU spending. Both must 
undergo far-reaching 
reforms in order to prepare 
the EU's enlargement to the 
poorer, farm-intensive conn- 
tries of central and eastern 
Europe. 

In some ways, the regional 
aid budget presents a more 
damning challenge than the 
CAP because it enjoys a far 
bigger political constituency. 
Just over half of the EU's 
population benefits from 
Brussels hand-outs which 
range from building roads 
and bridges to funding voca- 
tional training and environ- 
mental clean-up. 

The European Commission 
wants to shrink the share of 
the population affected from 
SI per cent to between 35 
and 40 per cent. It also wants 
to reduce the present num- 
ber of aid categories from six 
to three; to increase the role 
of national governments in 
the disbursement of aid; and 
to put enough aid aside to 
help future members from 
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eastern Europe to adjust 

Thus, the Commission will 
propose freezing spending on 
regional aid in real terms 
between 2000 and 2006 at 0.46 
per cent of EU gross domes- 
tic product This amounts to 
around Ecu230bn (SZSOm) for 
the existing 15 member 
states, a slight decrease over 
current levels. Some 
Ecu45bn would be set aside 
for new members. 

The most sensitive area is 
“Objective One". This is the 
hugest category of money, 
directed at deprived areas 
which have a GDP per capita 
of less than 75 per cent of 
the EU average over the last 
three years. The number of 
people covered would frill 
from 25 to 20 per cent of the 
EU’s population, though the 
Commission has proposed 
six-year transition periods to 
soften the blow. 

Within the UK. Northern 
Ireland, as well as the High- 
lands and Islands would 
almost certainly lose their 
status as Objective One 
regions. Merseyside and 
South Yorkshire look vulner- 
able. Other sensitive areas 
include the Spanish region 
of Valencia, the French 
island of Corsica, and the 
Italian region of Puglia, and 
the Franco- Belgian border 
regions of Valenciennes and 
Hainault. 

The proposed changes to 
Objective Two covering 
industrial and rural areas 


are troubling the British 
government. Britain wants 
money allocated to national 
levels of gross domestic 
product and is worried that 
the Commission is focusing 
too much on unemployment. 
The reforms therefore pres- 
ent the Labour government 
with a dilem m a: how to 
defend existing privileges 
while honouring commit- 
ment to enlargement, and 
how to claim poverty while 
arguing that Britain is lead- 
ing the EU in terms of eco- 
nomic policy. 

Ireland, which is regularly 
clocking annual growth 
rates of above 5 per cent, is 
clinging to its share of 
regional aid. So are Spain 
and Portugal, which in the 
same breath are celebrating 
imminent participation in 
monetary union. Germany 
wants to preserve, even 
extend, its share of aid. but 
also wants to reduce its con- 
tributions to the EU budget. 

The Commission believes 
that the package has struck 
a balance between the revi- 
sionist Germans and the 
Spanish defenders of the sta- 
tus quo. But the final proof 
will be whether the 15 mem- 
ber states can reach a deal 
before the European Parlia- 
ment elections next June. 
The risk of a delay is that 
regional aid - like CAP - 
could turn into a political 
football, farther muddying 
the path to enlargement 


If Agenda 2000 is the biggest 
step the EU has ever taken 
in changing the Common 
Agricultural Policy, as com- 
missioner Franz Fischler 
asserts, part of the reason is 
the far-reaching reforms pro- 
posed for the different com- 
modity sectors. 

The 1992 reforms only cov- 
ered cereals and beef, but 
this time round, says Mr Fis- 
chler, “we have a reform in 
the cereals, beef and dairy 
sectors." There are also big 
changes in the olive oil and 
tobacco sectors, although 
the reforms still do not affect 
the EU's heavily subsidised 
sugar regime. 

Mr Fischler adds that this 
round of reforms goes much 
deeper than its predecessor. 
After decades of government 
subsidies, “in cereals, after 
this reform, wc will have 
more or less a free market." 
a step which could greatly 
help Europe's export efforts 
in an era of world trade lib- 
eralisation. 

As a whole, the proposals 
for commodities would cut 
the " intervention" prices the 
EU pays for cereals, beef and 
dairy products which cannot 
bo sold on the market. They 
would also offset the poten- 
tial loss to farmers' incomes 
by paying compensation 
based on acreage or herd 
sizes. This should help end 
the incentives to produce 
ever more food. 

The changes build on the 


1992 reforms. Those cut 
cereal intervention prices by 
29 per cent over three years. 
They also introduced a sys- 
tem of payments based on 
area rather than crops 
grown, as well as the "set 
aside" method of limiting 
production by paying farm- 
ers to leave fields Tallow. 

This time, the plan for 
cereals is to cut the interven- 
tion price by 20 per cent in 
one go. in the 20004)1 season, 
and to retain set aside only 
as an emergency measure. 

But Mr Fischler has also 
learnt from the mistakes of 
former commissioner Ray 
MacSharry. After the 1992 
reforms, world grain prices 
rose and fanners enjoyed a 
bonanza, selling their cereals 
well above intervention 
prices and scooping up pay- 
ments intended to compen- 
sate them for the cut in 
guaranteed minimum prices. 

This time, the rise in area 
payments is calculated to 
repay only half the income 
fall implied in the price cut. 
The Commission expects ris- 
ing world demand for grains 
to keep the world price 
above intervention levels. 

The greater role of world 
market prices should allow 
export subsidies to be 
squeezed out of the system, 
giving EU cereal farmers 
free access to the growing 
world market without upset- 
ting the World Trade Organi- 
sation. Reform is not so sim- 
ple In other sectors. Beef 
surpluses ore likely to build 
up again In the near future. 



FfechlflR 'In cereals we will have 
more or less a free marker 

Although they have tempo- 
rarily been brought into line 
through the BSE crisis, 
which has cut both produc- 
tion and consumption, WTO 
restrictions on exports will 
increase Europe's stock of 
unsold beef. In an attempt to 
bring the sector back to bal- 
ance. Mr Fischler proposes a 
30 per cent cut in prices, to 
be implemented over three 
stages. 

Sharp as the price cut Is. 
critics such as the UK gov- 
ernment say it does not go 
far enough to correct over- 
supply. Prices will still be 
above world market levels, 
preventing the end of subsi- 
dised exports. 

The original proposals for 
the dairy sccLor envisaged 
limited reform, with a 10 per 
cent price cut and no change 
in the production quota. But 
after pressure from some 
member states, the Commis- 
sion increased the interven- 


tion price cut to 15 per cent 
and proposed a 2 per cent 
increase in the quota, part of 
which will be directed at 
young farmers. 

Neil Davidson, vice-presi- 
dent of the European Dairy 
Association, says the 15 per 
cent price cut gambles that 
the extra quota can be 
absorbed in increased 
exports of cheese. 

Plans to reform the 
regimes for “Mediterranean" 
produce are less concrete 
but leaks about olive oil pro- 
posals have caused alarm in 
Spain where farm leaders 
say up to a third of olive 
groves are at risk of being 
abandoned. 

The Commission has 
floated the idea of basing aid 
on a per-tree basis, and the 
Spanish have been planting 
trees prodigiously in antici- 
pation of the measures* 
implementation. This has 
distorted the aid regime, 
decreasing the amount of aid 
available to olive oil farmers 
in the other countries. 

The Commission is plan- 
ning to move to a transi- 
tional regime this year 
which will allocate each 
country a given share of 
total aid. In the new regime 
trees planted after May i 
will not be taken into 
account. Tobacco proposals, 
already announced, aim to 
provide greater rewards for 
quality and make quotas 
more flexible. Proposals to 
reform the wine regime have 
been delayed until the mid- 
dle of the year. 


rural deve lopment 

‘Poor 
relation’ 
to receive 
long-term 
benefits 

By ffldiad Smith m 

Rural development is a poor 
relation - or in European 
Union jargon a sjjcoa 4 
pillar” - to the CAP s 

subsidies regime W 

supporting the countryside, 
fjie reforms tomorrow will 
give it a more exalted status. 
although the full benefits 
will take years to 
materialise. 

The EU's rural 
development policy helps 
termers diversify into other 
activities, aids changes to 
the structure of agriculture 
and provides assistance far 

environmental 

improvements. 

Recent initiatives include 
an early retirement scheme 
for fanners and projects to 
encourage forestation. 

Non-farmers have 
benefited at the margins 
from initiatives such as 
village renovation and 
investment in tourism. 

Tomorrow's reforms aim 
to simplify rural 
development rules and 
overhaul their financing. 

A plethora of regulations 
will be consolidated and 
there will be better 
integration with EU 
structural funds for poor 
regions. 

In the past, confusion over 
fund roles has led to 
duplication. In recent years 
one farm building in the 
Netherlands has been 
painted five times, says one 
official. “These reforms 
should stop that kind of 
thing." 

Rural and environmental 
groups have mixed feelings 
about the reforms. 

“Its strength is its 
integrated approach and the 
high prominence given to 
the environment," says 
Natacha Yellachich of the 
World Wide Fund for 
Nature. 

“Its weakness is that rural 
development funds will 
probably represent only 
about 10 per cent of the CAP 
by the end of 2006." 

However, the reforms wiD 
allow for that percentage to 
grow. This is because much 
of the rural development 
funding is to be moved to 
within the agricultural 
financial “guideline" which 
allows expenditure to grow 
by 76 per cent in real growth 
of gross domestic product 
across the EU. 

Its main competitor for 
this expanding amount 
under the guideline will be 
direct aid for fanners which 
from 2002 or so will stop 
growing. 

Rural development funds 
should thus be able to take 
the lion's share of the 
increase in the funds 
available. 

Environmentalists 
welcome this but fear rural 
development may be too 
narrowly defined. 

Leaks of redraftings of the 
rural development 
regulation show that 
commitments to extend 
rural development to the 
wider community outside 
farming have been watered 
down. 

EU officials say rural 
development funds win not 
be denied to non-farmers. 
"We win apply it liberally " 
says one. 

Philip Lowe, director of 
the centre for rural economy 
at Newcastle University in 
the UK adds that rural 
money must be spread more 
widely than just to fanners. 

■Otherwise it will g0 to an 
ever declining proportion of 
the population." 


VIEW FROM THE LAMP CUTS IN SUP PORT PRICE g WILL NOT BE FULLY COMPENSATED AND MANY WILL GIVE UP UNLESS THE CHANGES ARE MODIFIED 

Shrewd farmers see the way the wind is bio wing 
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The most striking thing 
about the response of Euro- 
pean farmers to the agricul- 
tural reforms is that there 
isn’t one Far from a united 
position, the reactions are 
many and conflicting. 

Take Francis Capelle, a 
large grower of cereals, 
sugar beet and vegetables 
near Rfaeims in the fertile 
Paris basin. “The reforms 
are a good thing in the sense 
they will boost our trade." 
he says. “Farming is a busi- 
ness like any other and has 
to be competitive." 

Mr Capelle saw which way 
the wind was blowing six 


years ago and diversified 
from heavily-subsidised cere- 
als into potatoes and vegeta- 
bles. Only a third of his 
income now comes in direct 
aid from Brussels; his neigh- 
bour. confined to wheat and 
sugar beet, depends on sub- 
sidies for two-thirds. 

But if Mr Capelle is likely 
to survive at world market 
prices, he knows small fam- 
ily farms in marginal areas 
will struggle to do so. Recon- 
ciling these different 
demands has led to “extreme 
tensions" in the main 
French union, the FNSEA. 

The FNSEA has great dif- 
ficulty because they can't 
represent the farmer in the 


Paris basin and the farmer 
in the Massif Central at the 
same time." he says. Similar 
conflicts face farming organ- 
isations in Germany, where 
the needs of Bavarian small- 
holdings differ greatly from 
those of large, competitive 
former stale farms in the 
east 

“We’re deeply concerned 
and opposed to these propos- 
als." says Hans Kulmus, 
head of commodities at the 
Bavarian Fanners' Associa- 
tion. Cuts in support prices 
for beef would not be Hilly 
compensated. leaving farm- 
ers with only 60 per cent of 
their former income. Many 
Will give up unless the 


reforms are watered down. 

Bavarian farmers worry 
that more of their subsidies 
will come as highly visible 
direct payments rather than 
fixed support prices which 
put a floor in the market. 
Given the squeeze on the 
German budget, "opinion 
may go against farmers still 
getting subsidies," he says. 

Bavaria’s fanners depend 
heavily an milk production 
and oppose any increase in 
milk quotas, on the grounds 
that increased supply will 
depress prices. The Italian 
Farmers’ Confederation 
(CIA) is mustering up to 
15,000 producers to demand 
abolition of quotas when 


farm ministers meet in Brus- 
sels on March 31. 


their small producers. Mr Ctma c 
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Italy producing enough milk 
to expand output of its spe- 
cialist cheeses such as Par- 
mesan and Grana Padnna. 
His union, unlike the rival 
General Confederation of 
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Unilever 
chief 
warns 
over Emu 
impact 

By Lionel Barter In Brasses 

*’■ 1 ,M “” hi n..n 

The imminent launch or 
economic and monetary 
union wm deliver a ‘judder- 
ing” shock to the European 
economy.- NiaU FitzGerald, 
chairman of Unilever, the. 
Anglo-Dutch consumer prod- 
ucts group, said yesterday. 

He urged Europe’s politi- 
cal leaders to “come clean” 
about the impact of Emu. 
The single currency would 
force companies to be more 
competitive, exposing protec- 
tionism and unproductive 
subsidies and forcing “long 
overdue” reforms in labour 
markets. 

“The unspoken reality 
about Em u is that in every 
country, in every sector, in 
every community there will 
be winners and losers,” he 
said in Brussels. “[But] we 
all believe that in the long 
run the winners will far out- 
number the losers.” 

His remarks could be read 
as a criticism of European 
leaders such as Helmut 
Kohl, German chancellor, 
who have often stressed the 
euro's political importance 
at the expense of its eco- 
nomic impact Mr FitzGerald 
said the lesson which 
Europe's leaders must learn 
is that “to impose from 
above without explanation 
and consultation and to i 
ignore the fears and preju- 
dices of individuals is not to 
accelerate progress but to 
endanger it". 

However, be made clear he 
had little patience with the 
British government's deci- 
sion to remain outside the 
first wave of countries join- 
ing the euro’s launch on Jan- 
uary 1, 1999. He hoped that 
Britain would join Emu “ear- 
lier rather than, later”. 

In his speech - organised 
by the Confederation of Brit- 
ish Industry, the UK employ- 
ers federation - Mr FitzGer- 
ald declined to spell out 
which countries inside the 
future euro zone wonld bene- 
fit from the competitive 
shock of the single currency. 


EUROPE 


SPD opts for 
prudent stance 


By Pater Norman in Bonn 

The national executive of 
Germany’s opposition Social 
Democratic party yesterday 
stressed financial prudence 
rather than free spending 
promises when it agreed the 
SPD manifesto for the Ger- 
man general election on Sep- 
tember 27. 

After the 45-strong execu- 
tive approved the document, 
Gerhard SchrQder, the par- 
ty’s candidate for chancellor, 
declared it was the SPD’s 
most market-oriented elec- 
tion programme ever. 

The SPD would fight the 
election to reduce unemploy- 
ment on a platform of 
modernity and innovation 
paired with social responsi- 
bility, he said. 

In spite of strong criticism 
from business associations, 
Mr Schr&der confirmed the 


SPD was committed to 
repealing the government's 
1996 simply side reforms that 
cut sick pay, trimmed wid- 
ows' pensions and weakened 
job protection for employees 
of small businesses. 

But he stressed that the 
rest of the programme was 
agreed on the strict under- 
standing that the party 
would introduce reforms 
only if they could be 
financed. 

But Mr Schroder insisted 
that the implementation of 
commitments would have to 
wait until an SPD-led 
government had carried 
out a post-election audit 
of Germany’s federal 
finances. 

The programme was 
Immediately condemned by 
the Christian Democratic 
Union of Helmut Kohl, the 
chancellor. 



Gerhard Sdir&der, party candidate Tor chancellor, farft, with Oskar LafbntaEne, chairman of the 
German oppositi o n Social Democratic parly, at a press conference yesterday Pictire Reuters 


Competition may cut cost of international euro moves 


George Graham 

reports on how rival 
payments systems 
could make the 
ECB reduce transfer 
charges for large 
sums in euros 



Preparing 



for Emu 


S tiff competition from 
rival payment systems 
may push the future 
European Central Bank to 
cut the prices it charges 
banks to transfer large sums 
in euros from one country to 
another. 

The European Monetary 
Institute in Frankfurt, the 
forerunner of the ECB. has 
suggested that payments 
through its Target payment 
system should be priced at 
E1.50-E3 ($1.68-53.33). 

But competing systems 
such as the Euro Banking 
Association's net settlement 


system now seem likely to 


charge less than had been 
previously expected. 

The Bank of England, in 
its latest analysis of mone- 
tary union preparations pub- 
lished last week, said: ‘The 
ECB will need to consider 
wbat price will generate an 
economic level of traffic in 
Target and to assess whether 
the EMI's proposed E1.50-E3 
range is still realistic." 

The Target system will 
link each European coun- 
try’s high value payment 
system to the others, and 
European central bankers 
have been anxious that it 
should cany a large propor- 
tion of traffic in euros after 
the launch of the single cur- 
rency next January. - 

This is partly because it 
will be easier to ensure the 
effects of ECB monetary pol- 
icy feed through into all the 
euro-countries if Target car- 
ries large volumes of pay- 
ments. But central bankers 
also believe that as a “real 
time gross settlement”, or 
RTGS. system, it will 
improve the safety of the 
European financial system. 

In an RTGS system, pay- 
ments are credited instantly, 


and cannot be made unless 
the paying bank has money 
available on its account at 
the central bank. 

By contrast, In net 
systems like the EBA, b anks 
keep a running tally of the 
payments they make to each 
other and pay over the net 
balance at the end of the 
day. This means that a hank 
might conceivably go bust 
during the day owing large 
sums to its trading partners. 

Central bankers around 
the world have been trying 
to steer more payments, 
especially in high volume 
sectors such as foreign 
exchange trading, towards 
RTGS, where these Intraday 
debts cannot build up. 

"Any RTGS system helps 
to minimis e systemic risk," 
said John Townend, deputy 
director of the Bank of 
England in charge of Emu 
preparations. But banks will 
be unwilling to channel their 
payments into RTGS 
systems such as Target 
unless they work properly 
and are cost-effective. 

The EBA. which had previ- 
ously indicated that it was 
likely to charge E0.50-G.80 


per transaction, is now 
expected to charge closer to 
E0.25. 

A shley Dowson of Bar- 
clays, who chaired the 
group which developed 
the EBA’s euro system, says 
the association has now 
signed up 70 banks and 
expects to take 40-50 per cent 
of the euro payment market, 
compared with a forecast of 
30 per cart a year ago. 

Germany’s net payment 
system, EAF2, is expected to 
charge a very similar price. 
It is not surprising that net 
systems should charge less. 
Banks are often willing to 
pay a premium for the cer- 
tainty that a high value pay- 
ment has arrived on time. 

However, Target is also 
facing competition from 
‘national RTGS systems such 
as the UK's Chaps, which is 
developing a euro service, or 
Germany’s Eil-ZV, which is 
now expected to charge just 
E0.25 per transaction. These 
national systems have been 
signing up new members 
from other countries, and 
could bypass Target alto- 
gether for many payments. 


Transaction charges are 
only a small element of the 
coat of a payment The most 
expensive element in cross- 
border transfers today is cor- 
recting errors in the two 
thirds of all payments which 
have account details wrong. 
RTGS systems also require 
hnnk« to maintain cash bal- 
ances or collateral at the 
central bank when they 
could be earning interest 
elsewhere. 

T am not convinced price 
is the key issue here. It's a 
question of volume capabil- 
ity and liquidity manage- 
ment Target may be elec- 
tronically sound but there is 
a question over how effec- 
tive liquidity management 
will be in a decentralised 
system like Target” said Mr 
Dowson. 

In the meantime, h anks 
are watching nervously to 
see whether Target and all 
its national components will 
be ready for January 4 next 
year. “Some of the major 
central hanks are not yet 
ready. There is no further 
room for slippage in the 
timetable,” said Mr Townend 
of the Bank of England. 
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DIGITAL PAY-TV 

German joint venture 
seeks Brussels clearance 

The media companies Kirch Group and Ct-T-Ufa said yesterday 
they would seek further discussions with the Euro pean C ommia- 
eton In a bid to get clearance for their proposed German dgttaJ 
pay-tv join! venture. 

Karel Van M'wt, competition commissioner who Is Investigating 
the link-up, has expressed criticism of the project 

-There are obviously still differences of opinion. We wfl! there- 
fore conduct further discussions with Van Mtert," said a spokes- 
man far CLT-Ufa. the Luxembourg-based company In which the 
German media group Bertelsmann holds a 40 per cent stake. 
Kirch said It would consider the latest objections raised by the 
commissioner before giving an answer. 

In an interview with the German magazine Dar Spiegel, Mr Van 
Mlert said the proposed merger erf the two companies' pay-tv 
interests was unacceptable in Its present form. He also said It 
seemed as though the companies had sought to hide from the 
commission plans to oo-orcBnato their pay-ty and free-tv Inter- 
ests. Frederick Stfldemann, Berlin 


VATICAN’S WARTIME ROLE 

Apology to Jews over ‘failure’ 

The Vatican yesterday published a 14-page document that for- 
mally apologised for Its failure to defend Jews against Nazi perse- 
cution dwtng the second world war. However, the docunont, 
which has taken 10 years to draw up, defended Pope Plus XU 
against longstanding accusations that he turned a blind eye to 
the Holocaust 

The document, entitled “We remember, a reflection on the 
Shoah,” referred to the massacre of at least 6m Jews as “an 
unspeakable tragedy" and said that Christians had a morel duty 
to ensure that such an event never happened again. Cardinal 
Edward Cassidy, head of the Vatican's Commission for Religious 
Relations with Jews, sajd the document was "more than an apol- 
ogy” to the Jews. 

However, the document defended Plus XH against accusations 
that he did not do everything In his power to help the Jewish 
communities of Europe. ‘During and after the war, Jewish com- 
munities and Jewish leaders expressed their thanks tar afl that 
had been done for them, Inducting what Pope Pius XII dki per- 
sonally or through his representatives to save hundreds of thou- 
sands of Jewish lives,” the document said. James Bfibc, Rome 


BUSINESS OPINION 

French survey ‘bullish’ 

The Bank of France yesterday released a bullish survey of busi- 
ness opinion, with capacity utflisation in February at a seven-year 
high and a strong outlook over the coming months. 

Industrial output in February was up in aB sectors save food- 
processing. Domestic demand remained buoyant, and export 
order flows from the European Union and the US remained 
strong, though with sfight signs of falBng in Asia. 

Order books rose in both capital and consumer goods sectors. 
The monthly survey said: “The outlook for the coming months Is 
good and activity is expected to post rises In all sectors.*' Invest- 
ment was being concentrated In enhancing productivity and fai IT 
projects. Although jobs were bang created, the bank observed 
that “firms continued to make frequent use of temporary staff In 
Industry”. Robert Graham, Paris 



Lxtng five the notebook, long may it be a source of 
profit and pleasure. 


But where to find a true prince of notebooks? One 
that's so easy to use and upgrade with the newest 
processor, extra hard disk or RAM capacity. One that 
makes possible multimedia presentations fit for a prince. 

Like to find out more about the SCENIC Mobile and 
such a safe investment? Visit us at trttpMmw.snUxmfpc 
Anything else we can do for you? 

At CeBIT, by the way, you'll find os in hall 11 



penUum" 


Personal Computer 

Siemens Nixdorf: User Centered Computing 







4 


financial TIMES 


TUESDAY MARCH 1 7 1998 

★ 


EUROPE 


STAND-BY LOAN MISSION HIGHLIGHTS FAILURE TO MEET MACRO-ECONOMIC TARGETS 

IMF withholds cash for Ukraine 


By Charles Hover to Kiev 

The International Monetary 
Fund is withholding the lat- 
est tranche of a $685 m 
(£850m) stand-by loan to 
Ukraine, days before the 
country holds parliamentary 
elections, according to an 
IMF official. 

The official added that dis- 
cussions would resume in 
April, and Ukraine would be 
eligible to receive the loan if 
the IMF’s terms were met. 

An IMF mission which left 
Kiev on Saturday declared 
Ukraine ineligible to receive 


a $49m tranche of foods 
from its stand-by loan for 
the month of February. This 
was the second month in a 
row that a tranche bad not 
been disbursed, and the IMF 
has now decided to suspend 
the loan, according to the 
official 

While other tranches of 
the 6-month-old stand-by 
loan have been delayed in 
the past, the problems facing 
the Ukrainian government 
now seem to be mounting in 
scope. Ukraine's parliamen- 
tary elections are scheduled 
for March 29 and opposition 


parties have been gaining 

ground. 

The IMF decision was trig- 
gered partly by Ukraine’s 
failure to meet macro-eco- 
nomic targets specified for 
the of January and the 
end of February. Ukraine 
exceeded a limit on growth 
in wage and pension arrears, 
and net international 
reserves fell below a speci- 
fied, but undisclosed floor. 
The reserve target had been 
revised to give Ukraine more 
leeway in late January. 

The IMF was also dissatisf- 
ied with Ukraine’s plans to 


reduce government expendi- 
ture, as well as its failure to 
deregulate its dormant mar- 
ket for domestic Treasury 
bills. 

After the Asian crisis and 
a subsequent loss of investor 
confidence, the Ukrainian 
central bank has had to buy 
more than 800m hryvnia 
($40 Dm) of Treasury-Bills 
since January 1. Its reserves 
have fallen by more than 
$450m. 

The exchange rate on the 
hryvnia has fallen by 6 per 
cent since the beginning of 
the year. 


The parliamentary elections 
have put pressure on the 
government to settle out- 
standing wage and pension 
arrears, a move which could 
further drain public 
resources. 

The IMF monthly tranches 
themselves are not large 
enn»gfr to be significant in 
the equation, but the IMF 
stand-by agreement works as 
a trip-wire for larger sources 
of finance from the World 
Bank and international capi- 
tal markets. 


Santer calls for summit German private 
on work consultation banks’ EU plea 


By lAchael Smith In Brussels 


Jacques Santer, president of 
the European Commission, 
called yesterday far a sum- 
mit with Europe's employers 
and workers after private- 
sector representatives 
rejected an invitation to 
negotiate arrangements 
which would require them to 
consult more widely with 
employees. 

The rejection of talks was 
a serious setback for 
arrangements set up in the 
1992 Maastricht treaty to 
encourage employers and 
unions to agree EU-wide 
frameworks for consultation, 
said Mr Santer. “It gives the 
wrong impression of what 
joint action at European 
level is all about” 

Padraig Flynn. EU employ- 
ment commissioner, said he 
would bring forward propos- 
als for a directive "in order 


to ensure that basic rules for 
information and consulta- 
tion of workers are estab- 
lished throughout the EU". 

UNICE, an organisation 
representing private-sector 
employers, said its members 
were virtually unanimous 
that the EU should not inter- 
fere with the information 
and consultation arrange- 
ments in national companies 
operating in one country. 

By refusing to negotiate 
with unions, UNICE risks a 
directive more onerous on 
employers. However, Mr 
Flynn may have difficulty 
persuading member states to 
back his proposals. 

Tony Blair, UK premier, 
opposes EU-wide measures 
and a government spokes- 
man. said yesterday that the 
UK was not convinced of the 
need for legislation. Ger- 
many is thought to be wary. 

UNfCE’s consultation 


stance marks the third time 
it has rejected negotiations 
on an issue with unions 
since the Maastricht treaty 
introduced "social protocol” 
arrangements as an alterna- 
tive to the commission pro- 
posing legislation. 

Under the protocol 
arrangements, EU countries 
must accept a deal in full or 
reject it. UNICE has refused 
to negotiate two proposed 
protocol deals related to sex- 
ual harassment but has 
agreed arrangements for 
parental leave and part-time 
work and is discussing fixed- 
term contracts. 

Mr Santer said while work- 
ers and employers had to 
continue talking to each 
other, the "mini summit” he 
wanted was not to discuss 
the consultation blockage 
but to allow employers, 
unions and the commission 
to debate social dialogue. 


By Andrew Fisher in Frankfurt 


Germany's private sector 
banks returned to the offen- 
sive yesterday over the com- 
petitive advantages they say 
are enjoyed by their public 
sector rivals. 

The German private sector 
banking association critic- 
ised the government for 
presenting “an inaccurate 
picture” of competition in 
German banking. It also said 
restructuring of public sec- 
tor banks risked breaching 
free market principles. 

Martin Kohlhaossen, asso- 
ciation president and head of 
Commerzbank, said he had 
written to Karel Van Miert, 
European Union competition 
commissioner, outlining the 
competitive distortions that 
private sector banks say 
arise from public sector 
h anks " guarantee status. 

He said this status pro- 


vided public sector banks 
with "a considerable compet- 
itive advantage" by malting 
it virtually impossible tor 
them to go bankrupt. This 
was supposed to be in return 
for services provided in the 
public interest, but Mr Kohl- 
baussen said this was not 
always the case. 

The European Commission 
is already investigating a 
complaint by the association 
that Westdeutsche Landes- 
bank, Germany's biggest 
public sector bank, received 
unlawful state aid through 
the integration of housing 
development funds. 

It is also studying the 
wider issue of competition 
between private and public 
sector banks to see how far 
competitive privileges - 
enabling public sector banks 
to obtain top credit ratings 
and borrow at favourable 
terms - are justified. 
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Votes offer two cheers 
for French Socialists 



Lionel Jospin celebrates a result on Sunday night Picture AP 


An air of mild 
disappointment was evident 
yesterday within the ranks 
of France's ruling Socialist- 
led coalition as party strate- 
gists assessed the results of 
Sunday's regional elections. 

The vote for the main par- 
ties in government - Social- 
ists. Communists and 
Gr eens - was just over 35 
per cent a good five points 
below the support that polls 
had indicated for electing 
the administrations of the 22 
borne and four overseas 
regions. 

But the disappointment 
was self-inflicted because too 
much had been expected 
from poll forecasts, in fact, 
the outcome of this first 
countrywide electoral test of 
Lionel Jospin's government 
was more than satisfactory. 

The public sentiment 
behind the defeat of the 
moderate rightwing parties 
last year has been con- 
firmed, and at last the left 
will hold a more balanced 
share of power at the 
regional leveL 

Having won a mere two 
home regions in 1992, the 
r uling left-wing parties have 
now gained one region out- 
right and hold the relative 
majority in nine, including 
the politically symbolic Paris 
region of Ile-de-France. In 
two others, votes were so 
close as to produce near ties. 

In spite of many areas of 
potential conflict on policy 
issues, the ruling parties 
campaigned together and 
presented a reasonably 
homogenous front. As a 
result Mr Jospin, the prime 
minister, should have more 
authority in handling his 
coalition. He will also he 
able to co-opt his partners in 
the distribution of regional 
prizes. 

But Mr Jospin also 
received a warning in both 
the surprisingly strong 
showing of a hard-left pro- 
test vote and in the excep- 
tional 42 per cent abstention 
rate. The hard left, probably 
more evident in this type of 
election, picked up more 
than 4 per cent of the vote 
(notably Lutte ouvriere 
party). 

These are the people who 
have been the biggest thorn 


in the government's side on 
issues such as jobs and wel- 
fare spending- At the same 
time If the near 5 per cent of 
spoiled ballot papers is 
added to the abstentious, it 
reveals that alm ost half the 
country turned its back on 
the elections. 

The moderate right-wing 
parties, the Gauliist RPR 
and the centrist UDF, 
achieved a slightly better 
result than the gloomy out- 
come predicted by the opin- 
ion polls. 

They have been comforted 
by gaining 31 per cent of the 
vote, avoiding a rout in the 
regions. But this has merely 
shown the basic strength of 
their core support, not an 
ability to forge a cohesive 
pact to win the political mid- 
dle ground or undermine the 
platform of the hard-right 
National Front 

Jean-Marie Le Pen’s 
National Front improved 
marginally on its general 
election performance, gain- 
ing almost 16 per cent of the 
vote nationwide and much 
more in local strongholds 
such as southern France. 

The. RPR and UDF refused 
during the campaign to 
entertain alliances with the 


Front to govern the regions. 
Hard bargaining is now 
likely as the moderate right 
is tempted to strike deals to 
retain control of the regions. 

None of this comes closer 
to resolving the profound 
divisions and personality 
clashes within the opposi- 
tion that allow the Jospin 
government such a wide 
of manoeuvre. 

The biggest disappoint- 
ment about Sunday's elec- 
tion was the failure by all 
the parties to explain then- 
visions of the regions' role as 
Europe moves towards mon- 
etary union. 

The regions were intro- 
duced in 1982 as a link 
between Paris on the one 
hand and the departments 
and municipalities on the 
other in an effort to decen- 
tralise Europe's most highly 
centralised state. 

But they have tended to be 
an excuse for more pork-bar- 
rel politics rather than a use- 
ful means of co-ordinating 
regional economic develop- 
ment Mr Jospin now has the 
chance to set a new regional 
agenda. 

Robert Graham 


WORLD TRADE 



UPS sets 
up rail 
service in 
Germany 

By Charles Batchelor, 

Transport Correspondent 


UPS, the US express parcels 
group, has teamed up with 
the German post office to 
launch a rail-based parcels 
network because it thinks 
Deutsche Bahn, the German 
train operator, is not provid- 
ing a good enough service. 

The two companies have 
set up a joint venture called 
Express Shuttle to start 
moving parcels by rail 
throughout Germany from 
the end of 1999. They may 
later develop services to 
Italy and Denmark. 

At present UPS moves 
only 4 per cent of its 130m 
packages and documents 
which originate in Germany 
annually by Deutsche Bahn 
because of the railways’ 
inflexible scheduling. Rail 
terminals are closed at week- 
ends so UPS cannot load 
wagons for an early start on 
Monday. 

By contrast. 29 per cent of 
its ground shipments in the 
US are by rail. UPS believes 
it can increase rail ship- 
ments in Germany sixfold. 
“We can’t manage faster , 
transit times on rail because 
no one rail company enables 
us to sort late enough to 
meet customers* delivery 
times for the next morning.” | 
said Ronald Mauck. UPS rail i 
services manager. , 

He added that Deutsche | 
Bahn was proving slow in ( 
negotiating access for | 
Express Shuttle’s trains. 

UPS and the post office 
believe that by acting 
together, they can change 
the way the railways do 
business. The organisations, 
which both move parcels, 
had to overcome their initial 
reluctance to work with a 
competitor, said Mr Mauck. 

Express Shuttle will 
charge the same rate for rail 
and road delivery. UPS said 
the aim was not to reduce 
costs but to maintain service 
quality in the light of 
increasing congestion. 

Hie two partners will 
Invest DM900,000 (6506,000) 
up to September, research- 
ing train design and decid- 
ing on the network. 


CHINESE TRADE ATTEMPT TO CpUJTOR SQUEEE CAUSED BY ASIAN ECONOMIC CRISIS 


plans to boost 


Beijing 

By James Hading m BeQtog 


China's Exunbank plans to 
increase loans to exporters 
by up to 60 per cent in an 
attempt to boost exports 
which might otherwise be 
squeezed by the economic 
upheaval in Asia. 

The Export and Import 
Rank of nhina ( Rvrmhank) 
plans to grant Yn24,3bn 
(S2L9bn) in loans to Chinese 
exporters. Officials hope the 
money will enhance the 
competitiveness of Chinese 
companies selling overseas 
and help expand the markets 
for Chinese exports. 

China has promised 


repeatedly it will not 
devalue its currency, despite 
pressure on exporters of 
cheaper competition from 
manufacturers in other 
Asian countries where cur- 
rencies have lost some of 
their value. The pledge of 
more loans to exporters is an 
alternative means of helping 
Chinese companies compete 
in international markets. 

A report in the govern- 
ment-owned China Daily 
paid yesterday the Eximbank 
loans would “play an active 
role in enhancing Chinese 
companies’ competitiveness, 
diversifying the markets of 
Chinese exports and expand- 


ing the export value of 
machinery and electronic 
products as well as complete 
sets of equipment". To date, 
China’s Eximbank has 
granted export sellers credit 
of over Yn40biL 

Initial trade figures for 
1998 suggest the Asian finan- 
cial crisis has already 
started taking its toll on Chi- 
na's exporters. China’s 
exports in January were 
worth US$12. SSbu. up 8-8 per 
cent from the same month 
last year, against a rise of 
209 per cent for the corre- 
sponding period in the previ- 
ous year. 

The report said "sluggish 


export 

growth” in Chinese exports 
was expected this year. 
Exporting volume had 
slowed significantly in Janu- 
ary, when it had been 
“greatly affected” by the cur- 
rency devaluations in Thai- 
land, the Philippines, South 
Korea and other south-east 
Asian nations. 

An Eximbank official said 
loans would be made to a 
full range of Chinese busi- 
nesses, not only state-owned 
enterprises, but collectively- 
owned companies and for- 
eign-funded enterprises in 
which Chinese partners hold 
a controlling stake. 

Eximbank. set up in 1994 


loans 

to finance China's exports of 
value-added capital goods, 
will give priority to profit- 
able companies selling 
machinery and electronic 
goods, the report said. These 
are seen as having strong 
market potential 
To promote export of Chi- 
nese capital goods, the Exim- 
bank will try to provide 
loans to machinery and elec- 
tronic manufacturers setting 
up factories overseas, or 
offer financial support to 
overseas projects contracted 
by Chinese companies. 
Machinery and electronic 
products are one of China's 
largest export categories. 


Mexico calls on Nafta 


Airline alliance 


over US sugar dispute 


verdicts soon 


By Henry Tricks in Mexico City 

A row between Mexico and 
the US over sugar is proving 
a severe test for the four- 
year-old North American 
Free Trade Agreement. 

Mexico has taken the 
unusual step of calling for 
consultations on sugar 
under an intergovernmental 
dispute settlement mecha- 
nism contained in Nafta. 

Mexico took the action 
after formal talks with the 
US were abandoned last 
week because the two coun- 
tries failed to settle differ- 
ences over the way they 
viewed the treaty's sugar 
covenants. 

Mexico's call for consulta- 
tion was also prompted by 
the US Trade Representa- 
tive's Office decision last 
Thursday not to include 
Mexico in a long list of coun- 
tries entitled to export extra 
sugar this year to the lucra- 
tive US market. 

Peter Scher. the US Trade 
Representative's ambassador 
for agriculture, said Mexico 
was left off the list because 
in January it ratified anti- 
dumping duties on imports 
of US high fructose corn 
syrup (HFCS), widely used 
in soft drinks as a low-cost 
sugar substitute. 

Mr Scher said Mexico’s 
action raised "serious con- 
cerns" in Washington. "The 


strategy of imposing barriers 
and other restrictions to US 
imports of HFCS is unaccept- 
able" he said. “Furthermore, 
it undercuts any interest in 
trying to be responsive to 
Mexico's desire for greater 
access to the US market." 

Washington is considering 
taking the HFCS case to the 
World Trade Organisation. 
US corn syrup producers say 
they may also Invoke US law 
to force the US Trade Repre- 
sentative to investigate 

The strategy of 
imposing barriers 
and other 
restrictions to US 
imports of high 
fructose com 
syrup is 
unacceptable’ 

alleged trade discrimination 
in Mexico. 

The rancorous exchanges 
between the US and Mexico 
are partly fuelled by the 
political power of sugar lob- 
bies in both countries in the 
run-up to tiie free bilateral 
trade in sugar In 2009. 

In addition, an incident 
during Nafta negotiations in 
1993 has given rise to pro- 
found differences in interpre- 
tations of the sugar treaty. 


Mexican sugar industry 
officials say that as the dead- 
line approached for the US 
Congress vote on Nafta in 
late 1993. congressmen from 
southern sugar producing 
states sought last-minute 
changes in the agreement. 
Fearing rejection of the 
entire treaty, the Mexican 
government agreed to the 
changes via an exchange of 
"secret letters”. 

Henninio Blanco, Mexico's 
trade minister and former 
chief Nafta negotiator, drew 
public attention to the 
letters last week in announc- 
ing the move to arbitration. 

He said Mexico would aim 
in the Nafta consultations to 
clear up doubts which 
remained after the exchange 
of letters, as well as address- 
ing Mexico’s access to the 
US sugar market in 2001. 

Fart of the confusion is 
over technical definitions: 
does sugar simply mean 
sugar, or does the treaty also 
include sweeteners, such as 
corn syrup? 

According to Mexico, the 
Nafta text also suggests 
Mexico could have limitless 
duty-free access to the US 
market, under certain condi- 
tions, from 2001 onwards. 
But according to the US 
interpretation, duty-free 
exports will be limited to 
200,000 tons a year from 2001 
to 2009. 


By Emma Tucker in Brussels 

European Union antitrust 
regulators have almost com- 
pleted their recommenda- 
tions on three transatlantic 
airline alliances but are 
unlikely to reveal their ver- 
dicts before mid-April. 

Senior European Commis- 
sion officials have confirmed 
that most of the elements 
are in place for decisions on 
the alliances between British 
Airways and American Air- 
lines; Sabena, Swissair and 
Delta; and Lufthansa and 
United Airlines. 

A decision on the contro- 
versial BA-AA alliance is 
understood to have been 
reached, but the officials 
said delays with the Inquiry 
into the Sabena, Swissair 
and Delta alliance would 
postpone a formal decision 
for another few weeks. The 
Commission is keen to 
unveil its recommendations 
on all three alliances simul- 
taneously. 

“The way to get a decision 
on BA-AA has been dear for 
some time.” said an EU dip- 
lomat. “It was a question for 
BA-AA whether they wanted 
to risk going first or wait 
until the Commission was 
ready with the others." 

Unlike the other alliances, 
BA-AA will face further 
delays. It has not yet been 
granted antitrust immunity 


from the US authorities, who 
are expected to issue their 
opinion after the summer. 

BA is understood to be 
working on the assumption 
the alliance will not start 
operating before spring next 
year, provided all the regula- 
tory hurdles are overcome. 

The lengthy antitrust 
inquiries are expected to 
conclude that substantial 
changes to the alliances 
must be made to preserve 
competition on transatlantic 
routes. The inquiries are 
likely to demand the Euro- 
pean airlines cede slots at 
their main hub airports and 
reduce frequencies on cer- 
tain routes. 

The most contentions 
issue has been the Commis- 
sion's demand that BA relin- 
quish up to 350 valuable 
takeoff and landing slots at 
London’s Heathrow airport, 
a demand rejected as exces- 
sive by BA 

Once published, the 
recommendations will be 
open to comment for four 
weeks, then sent to national 
competition authorities. 

The national authorities 
could technically reject the 
Commission’s conclusions, 
but are unlikely to do so. 
Germany’s cartel office has 
indicated to Brussels it 
agrees with the stance taken 
on the Lufthansa-United 
deal. 


N E WS D IGES T 

THAI EXPORTS 

US Eximbank to provide 
$1 bn trade financing 

The US Export-Import Bank will provide SI bn in trade financing 
to Thailand, primarily to help Thai exporters import raw materials 
they need lor production. The promise was one of a number of 
pledges made by the US to Chuan Leekpai, Thai prime minister, 
during his visit to Washington, which ended at the weekend. The 
US commitments were a reward for recent economic reforms In 
Thailand, which has recently arranged trade financing of $1bn 
from a consortium of private banks and the Asian Development 
Bank and S600m from the Japanese Export-Import Bank. 

The US win allow the Thai air force, strapped for hard currency 
as a result of the country’s economic crisis, to cancel a 1996 deal 
to buy eight F-18 jet fighters for $392m. The US win take back 
the planes and Thailand will lose its $74m deposit but not pay a 
52 50m penalty fee for cancellation. Ted Bardacke, Bangkok 


SHRIMP IMPORTS DISPUTE 


US to challenge turtle ruling 

The US is to will appeal against a World Trade Organisation 
interim ruling that the US violated fair trade rules by Imposing a 
lmports to ****** endangered sea turtles. The n 
ing by a WTO panel, still officially confidential, is certain to an® 
environmental groups which regard the body as antipathetic to 
wrewrvation interests. Thailand, Malaysia. India and Pakistan 
argued that the US was acting unfairly by banning imports of 

d6ViCBS eXClUd8 ^rUas. Wtlict 
US fishing boats are reqwedto use. Environmentalists have 
argued that 150,000 turtles drown in fishing nets each year 
Frances Williams, Geneva * eacn year. 

ElMIS FARM TRADE 


Deal closer on hygiene rules 

European farm ministers last night anreeei a -w™ , 

arinral products. Agreement is expected to ease friction bet 
V^^Mngton and Brussels over farm trade andprwfcfcTa frar 
wort to allow the EU and US to recognise eachrtheria |Z 
Jetton rules. Trade of meat 

US and the EU is worth S3bn a year. between 

77» US veterinary deaf is one of a series Diannrvf t 

w'mtra^ng partners. Separately. farm ministers weredue tc 
** ** European Commission t0 

implementation of a ban on so-called "snez^fiArr neb , 
cattle. Michael Smith, Brussels W specifiodnsk ™te^ 


IRANIAN OIL 


IH«nn lll|||H| 


i enran woos foreign inves 

^"tor^ian rti office yesterday revealed a string c 
SasPfoJ**; to be opened up to foreign investoredL 
trade sanctions on comoaniM ■ . ues »- 

sector. Mahmoud Mohaddes, 

National Iranian Oil Company * 

attended by us 

opening Its doors to foreign im/estmertThfe^JT 
fields. Mr Mohaddes spoke of !!££* "wSLSj 
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INTERNATIONAL 


Cook to visit Har 
Homa in defiance 
of Israeli protests 


Br navfd Bucbart n Cato and 
Judy Dempsey In Jerusalem 


Robin Cook. Britain's foreign 
secretary, yesterday defied 
Israeli protests and Insisted 
on visiting a controversial 
Jewish settlement in Arab 
east Jerusalem as part of bis 
Middle East peace-brokering 
effort on behalf of the Euro- 
pean Union. 

Israel warned of a "crisis" 
if he went ahead with the 
visit and senior Israeli offi- 
cials said the ETJ would have 
to adopt a more "balanced" 
approach towards Israel if it 
wanted to play any construc- 
tive role. They believe the 
EU is “pro Palestinian". 

Mr Cook, backed by last 
weekend’s informal meeting 
of EU foreign ministers In 
Edinburgh, had intended to 
visit Har Homa with Faisal 
Husseini, the Palestinian 
Authority's minister for 
Jerusalem affairs. 

But following Israeli pres- 
sure. Mr Cook agreed to go 
to the settlement without Mr 
Husseini He will meet him 
instead In an east Jerusalem 
school. Nevertheless, Israel 
remains dissatisfied. "If he 
fMr Cook] rejects our appeal 
[not to visit Har Homal it 
will be a crisis that will 
impact cm the visit,” said a 
senior Israeli official 

Despite pledges by Benja- 
min Netanyahu, the Israeli 
prime minister, that he 
wanted to improve relations 
with Europe, comments by 


Israeli officiate have h*>a the’ 
opposite effect 
j David Bar-man, Mr Netan- 
yahu’s media adviser, said a 
(visit by Mr Cook to Har 
. Homa with Mr Husseini was 
the equivalent of Mr Netan- 
yahu visiting London and 
meeting Gerry Adams, 
i leader of Sinn Fein, the polit- 
• leal wing of the Irish Repub- 
lican Army. 

Mr Cook said "the position 
we take on the expansion of 
settlements is one that is 
long standing and is known 
to the Israeli government. 
Not just Britain, hut all 
countries of the European 
! Union have long opposed 
! expansion of the settlements 
jin occupied areas.” In this, 
Europe was "fully shoulder 
j to shoulder with the US, and 
[has repeatedly called for a 
"time out” in the expansion 
j of settlements". 

! Whatever the outcome, the 
incident reflects growing EU 
{frustration on how. if at an, 
jit can help revive the peace 
'process. "We want to be 
{involved. We have to take a 
stand an settlements which 
are illegal. But there is little 
consensus on how to pro- 
iceed,” an official said. Last 
(month, the EU could not 
'even agree to make public a 
;report on settlement build- 
ing. 

EU officials believe they 
should have a greater say for 
several reasons. Apart from 
being Israel’s largest trading 
partner, it is the biggest 


donor to the Palestinian 
Authority, having allocated 
nearly $2bn of aid since 1994. 
They said such aid has 
propped up the Palestinian 
economy - and subsidised 
Israeli closures on the West 
Bank and Gaza. 

The Israelis, not surpris- 
ingly, welcome such, aid but 
accuse the EU of playing 
down Israel's security needs 
and the fight against terror- 
ism. The EU’s response is 
that it has. invested Ecu&ta 
($&9m) in training Palestin- 
ian police in coimter-terror- 
ism. “We are not ignoring 
the security issue. Israel 
knows this,” added the offi- 
cial. 

In recent months, the EU 

h as made small headway in 
trying to carve out a role, ft 
meets with Israel regularly 
in five committees dealing 
with the Gaza air and sea- 
port, Palestinian labour, pas- 
sage of goods and people 
between the West Tbmii and 
Gaza and the fiscal and 
financial sectors. 

But EU officials admit 
they have neither sufficient 
staff on the ground to deal 
with these issues. Nor do 
they know whom to believe, 
for example, which side is 
holding up the opening of 
Gaza airport - a key issue 
lor the EU - since it is not 
involved in any of the bilat- 
eral meetings between Israel 
and tha Palestinians 

Israel tells the EU the Pal- 
estinians are blocking it. 



Robin Cook in Cairo yesterday with Egyptian foreign minister Amr Moussa who gave Ms backing for 
the visit to the controversial Jerusalem sattlament Picture Routers 


fearing it would present Mr 
Netanyahu in a had light. 
The EU suspects Israel, still 
holding out on security 
arrangements, would use the 
operation of the airport to 
put off even further Israeli 
troop redeployments from 
the West Bank. 

“Sometimes we feel we are 
running round in circles,” 
said another EU official. 
"Involvement by the EU in 
the bilateral negotiations 


between Israel and the Pales- 
tinians would clarify so 
many issues.” 

Such involvement would 
provide a "third pair of 
eyes”, something which 
Israel said it would not 
allow. "The US sits in on the 
security meetings. But then, 
unlike the EU. we consider 
the US an honest broker,” an 
Israeli official said, giving 
little reason to believe Mr 
Cook will be able to per- 


suade his hosts otherwise. 

Mr Cook yesterday 
stressed Britain's impartial- 
ity. "I wholly reject any sug- 
gestion that we are coming 
here in any spirit of hostil- 
ity. Britain has been a long- 
standing friend of tide Israeli 
people.” 

Amr Moussa, the Egyptian 
Foreign Minister, confirmed 
Egypt’s "absolute” support 
for Mr Cook’s visit to Har 
Homa. 


Kuwait cabinet quits in crisis over Islamists 


Sheikh Jaber al-Ahmad 
al-Sabah, Kuwait’s Emir, 
yesterday accepted the gov- 
ernment's resignation, reap- 
pointed the prime minister 
and asked hfm to form a new 
cabinet, Reuters reports 
from Kuwait City. 

The 15-man cabinet 
resigned on Sunday to avoid 
a showdown in parliament 
today, in a no-confidence 
vote against Sheikh Sand 


Nbsser al-Sabah, information 
minister and member of the 
ruling family. 

Backers of the no-confi- 
dence motion say they 
secured more than the 24 
| votes needed to dismiss the 
j minis ter in a crisis between 
ithe g overnment and Islam- 
iists over the display of ban- 
ned books, which Islamists 
'see as nn-Islamic. The cur- 
rent cabinet formed in Octo- 


ber 1996 after general elec- 
tions. will continue as a 
caretaker government Some 
observers expect Sheikh 
Saad to include Sheikh Saud 
in the new cabinet but at a 
different ministry. 

Others say such a move 
could farther anger parlia- 
mentarians. They argue that 
with an apparent majority in 
parliament against him. 
Sheikh Saud should not be 


given a new portfolio. 

Sheikh Saud, who was 
ambassador to Washington 
from 1981-1992, was first 
appointed information minis- 
ter in October 1992, some 20 
months after the 1991 Gulf 
war. 

Diplomats and political 
observers say Sheikh Saad 
may appoint a new frmmi-P 
minister in place of Nasser 
al-Rodhan, also a deputy pre- 


mier, who offered his resig- 
nation last November but 
was kept in place. 

Mir al-Rodhan, who is also 
in charge of Kuwait’s foreign 
investments, valued at over 
$45bn, last year survived the 
threat of a no-confidence 
motion over alleged connip- 
tion at state institutions 
under his authority. 

His opponents failed to 
win the 10 votes needed from 


among the 46 MPs to put for- 
ward a no-confidence 
motion. Issa al Mazidi, oil 
minister, refused any com- 
ment on his future when 
contacted on Sunday. 
Kuwait controls about 10 per 
cent of world proven oil 
reserves, with a daily oil out- 
put quota set by the Organi- 
sation of Petroleum Export- 
ing Countries of 2.39m 
barrels. 


NEWS DIGEST 


SIERRA LEONE EMBARGO 


UN vote to end oil ban 
but travel bar stays 

The United Nations Security Council yesterday voted unanimously 
to lift an ofl embargo on Sierra Leone, following the return of 
Ahmed Tajan Kabbah, the elected president ousted last May by a 
mffitery Junta. 

The council left in force sn arms embargo and a ban on travel 
by high-ranking members of the former mUttery regime. Britain, 
Which Introduced the resolution following a request from Sierra 
Leone, yesterday hated the “good news” as another step toward 
restoring the democratically elected government. 

Kofl Annan, UN secretary-general, wifl later this week make 
recommendations to the Councfl on the deployment of a token 

UN force to Sierra Leone to help the West African peacekeeping 
force, known as Ecomog, restore stability to-tha country. A UN 
presence coukj enhance foe Nigerian-led Ecomog' s authority. The 
despatch of a UN force comes against a background of com- 
plaints that Ecomog attacked and unseated the junta without the 
expffdt go-ahead of the Councfl. Laura SShpr, New York 

VATICAN DOCUMENT 


Israelis ‘disappointed 9 

Israelis voiced disappointment at a Vatican document yesterday 
which they said failed to account for the role of Cathode teach- 
ings In spawning the Nazi Holocaust during the second world 
war. Holocaust scholars were generally disappointed with the 14- 
page statement which decried foe genocide as an “unspeakable 
tragedy” but absolved Pope Pius XII of accusations that he 
turned a blind eye. 

Cardinal Edward Cassidy, heed of the Vatican Commission for 
RafigkxJs Relations with Jews, said at a Vatican news conference 
that the 14-page document was an apology and an act of repeiv 
tance far members of the church who failed to save Jews. 

In an Introduction to the document Pope John Paid said the 
holocaust would remain an “indelible stain” on the 20th century 
and urged Christians to “examine themselves for foe responsibil- 
ity they too have for the evils of our time*. 

The Pope did not mention Pope Pius XII fan his Production. 
However, the document dearly defended him against accusations 
by some Jews that he had not done everything in his power to 
help them. Reuters, Jerusalem 


SPYING CHARGES 


Iran arrests Kurds 


Iranian security forces have arrested several members of an Iraqi 
Kurdish faction opposed to Tehran on charges of spying for Israel 
and Turkey, a newspaper said yesterday.' 

The daily Jomhuri Edam) quoted an security official as saying 
those arrested Included a high-ranking member of the Kurdistan 
Democratic party (KDP) based In Iran. 

"All those arrested have confessed to spying for Turkey and 
the Zionist regime (Israel},* the official sakl He did not say how 
many people were held. 

Iran has often skied wfth foe Patriotic Union of Kurdistan (PUK), 
the KDPs main rival. In their conflict In northern Iraq. The PUK 
and the KDP. which has received backing from Turkey and Iraq, 
have been fighting a sporatfic war since 1994, when a joint 
administration of foe ares collapsed. 

Iran has expressed concern over military co-operation between 
Turkey and Israel, saying Israel was trying to Increase its influ- 
ence "m the region with Ankara's help. Reuters, Tehran 


UN reformer looks for new 
friends in world of business 

Laura Silber explains why Kofi Annan is turning to the private 
sector in his campaign to repair the UN’s tarnished image 


K ofi Annan, the Ameri- 
can business school-edu- 
cated United Nations 
secretary general, has a new 
mantra - a strong UN is 
good for business. 

Since taking office a year 
ago Mr Annan has applied 
the principles learned at the 
Massachusetts Institute of 
Technology to his new job, 
and is 

seeking to forge closer ties 
between the UN and private 
business. 

He believes opening up the 
UN to business and other 
non-government sectors of 
society will help the world 
body repair its tarnished 
image. 

. As part of this campaign, 
the secretary general next 
month will address bu sin e ss 
leaders in San Francisco 
arid meet film industry 
heavyweights in Los 
Angeles. 

Mr Annan believes both 
sides will benefit from a 


partnership. "Development 
.and peace are essential for 
; trade and Investment to 
( occur and for business to 
jgrow. 

, “At the same time, thriv- 
ing markets are a precondi- 
tion for creating jobs, 
improving standards of liv- 
ing, spreading more widely 
the benefits of globalisation. 

Thriving markets 
and human 
security go hand 
in hand 1 

and integrating developing 
countries in to the world 
economy,” the UN said last 
month when inaugurating 
the new partnership at a 
meeting at UN headquarters 
with the International 
Chamber of Commerce. The 
25 companies represented 
included Alcatel Alsthom, 


BAT industries, Coca Cola. 
McDonald's and Unflever. 

This pitch nun-j cw a com- 
plete turnaround for the UN. 
In the cold war world it 
would have been anathema. 
Then, the UN walked a tight- 
rope between capitalism and 
communism, anxious to 
avoid offending either super- 
power. 

Mr Annan recently told 
the World Economic Forum 
in Davos. “The United 
Nations once dealt only with 
governments. By now, we 
know that peace and pros- 
perity cannot be achieved 
without partnerships involv- 
ing governments, interna- 
tional organisations, the 
business community and 
dvfl society.” 

Georg Kell, a UN econo- 
mist helping design the new 
approach, says it reflects a 
historic change in the evolu- 
tion of the UN. Indeed, some 
of the 132 countries in the 
so-called Group of 77 plus 
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China, which grew out of the 
non-aligned movement, 
remain opposed to any 
embrace of the private sector 
or civil society, in the 
conviction that it threatens 
UN principles of 
neutrality. 

Despite these complaints. 
Mr Kell, a German, believes 
the UN has little choice but 
to court the private sector. 
"The UN will move towards 
margioalisation unless it 
opens up to the real world,” 
he says. 

He points out that the UN 
is spearheading the integra- 
tion of countries Into the 
global economy and hopes to 
make poorer countries more 
attractive far business. 

Business, say UN officials, 
also has on interest In UN 
efforts to establish a regula- 
tor framework far globali- 
sation in areas such as tech- 
nical standard-setting, 
aviation, shipping and tele- 
communications. 

Mr Annan believes that 
business has a stake in the 
UN's success. In a Davos 
speech to business leaders, 
he said: "Business has a 
compelling interest in the 
success of this work. Creat- 
ing wealth, which is your 
expertise, and promoting 
security, the UN’s main con- 
cern, are mutually reinforc- 
ing goals. Thriving markets 
and human security go 
hand-in-hand. 

“A world of hunger, pov- 
erty and injustice Is one in 
which markets, peace and 
freedom will never take 
root.” 

UN officials involved in 
the process dismiss the 
notion that many businesses 
might not operate on these 
high-minded principles. “If 
the companies have a vision 
for their future. They share 
these principles,” says a 
senior aide. 

This pro-business message, 
and Mr Arman's success in 
clinching an agreement with 
Iraq to win access to sus- 
pected weapons sites, could 
bolster the UN's position In 
the US, which owes the UN 
$L3bn in outstanding dues. 

American conservatives 
have long complained that 
the UN 'was an obstacle to 
free trade, by promoting 
country-based development 
programmes and state regu- 
latory mechanisms. 

But Mr Annan last month 
received a boost when the 
Washington Post and the 
New York Times both car- 
ried open letters from Ameri- 
can business and political 
leaders calling on Washing- 
ton to pay its dues to the 
UN. 
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Meritor is a new breed of company with high ambitions and a 
rich heritage of Rockwell technology. We're a leading developer 
of quality components and systems for passenger cars «n n Hght 
trucks, heavy tracks, trailers, Off-highway vehicles and specialty 
vehicles for manufacturers worldwide. We've set our sights on 
taking customer service to new heights. And, like our symbol, 
the winged bull, we aim to stay strong, powerful, fast and agile. 
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Delegates deal blow to Li Peng Chinese bureaucrats remain 

cheerful as axe sharpens 


China's parliament displayed 
rare adversarial reflexes yes- 
terday as more than 10 per 
cent of delegates refused to 
endorse outgoing premier Li 
Peng in Ms new Job as chair- 
man of the legislature. 

Top officials, all of whom 
run unopposed, are usually 
elected with minimal opposi- 
tion by the Nati onal People’s 
Congress, which is often 
regarded as a “rubber 
stamp" for Communist party 
directives. But out of a total 
of 2,616 delegates in Beijing’s 
Great Hall of the People yes- 
terday, 200 voted against Mr 


Li and 126 abstained. Com- 
mentators said that the 
result was a blow to the 
prestige of Mr Li, premier for 
the past decade. The dissent 
mar ks an inauspicious start 
to his five-year term as NPC 
chairman. 

The concern among many 
in Beijing is that Mr LL 69, 
may adopt a more conserva- 
tive approach towards 
modernising the NPC and 
China's legal system than 
his predecessor, Qiao Shi, 
who is retiring. 

Senior officials at the NPC 
this year have criticised the 
long delays in the drafting of 
several Important economic 


laws, such as the securities 
law to regulate the country's 
two existing stock markets, 
and a futures trading law. 

Bait in spite of the delays, 
the quality of China's law 
drafting process has 
undoubtedly Improved under 
Mr Qiao's tenure, during 
which time a wider spec- 
trum of people - including 
reformist academics - have 
been allowed to partidpate. 

Mr Li, however, is not 
noted for his reforming zeal 
or democratic principles. He 
is held responsible for the 
military crackdown on pro- 
testors in Beijing in 1989. 

His rise to the chair of the 


NPC comes at a crucial time. 
Many politicians and aca- 
demics are advocating that 
the “rule of law" should 
replace the current "rule of 
man", which is criticised as 
subjective and often corrupt. 
“It is probably counter-intu- 
itive for Li Peng to allow a 
flowering of debate (in law 
drafting). But he may have 
to be more flexible than in 
the past, if only to avoid 
alienating his new constitu- 
ency," said one diplomat 
Mr Li, who/ retains his 
position as second in the 
Communist party leadership, 
is expected to be formally 
replaced today- as premier by 


Zhu Rongji, the vice-premier 
in charge of the economy. 
Jiang Zemin, president, was 
returned yesterday as head 
of state with only 36 dele- 
gates voting against and 29 
abs tainin g. 

A rising star, Hu Jintao. 
was elected to the post of 
vice-president, positioning 
him as a possible successor 
to Mr Jiang. At 55, Mr Hu is 
the youngest member of the 
seven-man polithuro stand- 
ing committee. He is best 
known for his tenure as 
Communist party secretary 
in Tibet during which time 
the army suppressed several 
separatist protests. 


Downturn fuels HK jobless rate 


By John RkkHng In Hoag Kong 

Hong Kong's unemployment 
rate jumped in the three 
months to the end of Febru- 
ary, climbing to 23 per cent 
from 2.5 per emit in the quar- 
ter to the end of January, 
according to government sta- 
tistics released yesterday. 

The rise marked the 
impact of Asia's financial 
crisis, which has prompted a 
sharp downturn in Hong 
Kong’s economy. High inter- 
est rates, falling property 
prices and a slump In retail 
and tourism have prompted 
a wave of job cuts, while 
economists predict contin- 


ued Increases in num- 
bers out of work. 

“We expected to see a 
sharp Increase in the first 
few months of the year after 
the first Impact of the cri- 
sis,” said Joseph Lau, econo- 
mist at Credit Suisse First 
Boston. “The unemployment 
rate might steady before 
increasing again, but we 
expect another jump later in 
the year." he added, predict- 
ing a jobless rate of about 4 
per cent by the end of 1998. 

While it is customary for 
employers to adjust their 
workforce after the lunar 
New Year holiday, the 
change year was ampli- 


fied by the regional crisis. 
The underemployment rate 
also rose, but less sharply, 
increasing from 1.5 per cent 
to L6 per cent. 

Although the unemploy- 
ment rate in Hong Kong is 
relatively low by interna- 
tional standards, the terri- 
tory has a less supportive 
welfare system than most 
developed economies. A gov- 
ernment spokesman said 
yesterday .that the unem- 
ployed will be assisted in 
attempts to return to work 
through training and educa- 
tion schemes. 

■ The government added 
'that its public expenditure 


programme wflj increase job 
opportunities in housing and 
infrastructure, while the tax 
cuts announced in last 
month’s budget should also 
help rev i ve consumer spend- 
ing. A combination of fiscal 
measures will reduce taxes 
by almost HK$l00bn 
(S122bn) over the next four 
years, while the budget also 
introduced tax relief on 
mortgages. 

Economists warn that the 
broader impact of rising 
unemployment could be 
mare severe than in previous 
downturns since profes- 
sional . classes are being 
affected. “There have never 


been so man y unemployed 
professionals and middle- 
ranking managers in Hong 
Kong." says CSFB. “Only the 
top 20 per cent of households 
ranked by income can afford 
to buy fiats on the private 
market, so the impact ou the 
property market will be 
more serious." 

Among the high-profile 
casualties of the downturn 
have been Cathay Pacific, 
the territory's de facto flag 
carrier, which announced 
760 job cuts in January. Sev- 
eral investment banks and 
retailers have also 
announced redundancies in 
response to the downturn. 


Suharto’s old 
friend takes 
up portfolio 


By Sandra- Tboeoes 
in Jakarta 

A photograph prominently 
displayed in the headquar- 
ters of the Kalimanis timber 
conglomerate underscores 
what most Indonesians 
know already about power 
and influence In their coun- 
try. The picture - of Presi- 
dent Suharto, Sylvester Stal- 
lone, the American actor, 
and Bob Hasan, president of 
Kalimanis, on a fishing trip 
- is just another reminder 
that friends matter. 

Yesterday Mr Hasan, 66, 
was sworn in as minister of 
trade and industry in Mr 
Suharto's government 

Indeed, Mr Hasan, who is 
often pictured in local news- 
papers playing golf with the 
president personifies the 
close links between business 
and government in Indon- 
esia. But such, links “signifi- 
cantly raise the cost of doing 
business in Indonesia, lower 
efficiency, undermine inter- 
national competitiveness 
and contribute to inequity," 


according to a World Bank 
report published last year. 

Mr Hasan and Mr Suhar- 
to's friendship goes back a 
long way. In the 1960s Mr 
Hasan, the son of a Chinese 
cigarette trader and godson 
of a famous general, sup- 
plied the then Colonel 
Suharto in Yogyakarta with 
provisions and appealed to 
his godfather to further his 
friend's career. 

In return. Mr Suharto 
helped Mr Hasan obtain for- 
estry concessions in the 
1970s and expand into steel, 
mining , insurance and ship- 
ping. State banks gave him 
credits last year when com- 
mercial banks balked at 
funding a *L3bn pulp mill. 

Mr Hasan resigned as pres- 
ident commissioner of Kali- 
manis to become a minister 
but kept a stake of more 
than 75 per cent in the com- 
pany. He remains chairman 
of Nusantara Ampera Bakti, 
or Nusamba, an investment 
company that was ranked as 
Indonesia’s lltb largest con- 
glomerate. Nusamba is 80 



Old times’ sake; a photo off Bob 


per cent owned by three 
charitable foundations 
chaired by Mr Suharto and 
funded by industry levies 
and donations. The presi- 
dent's eldest son, Sigit Harjo- 
judantO, and Mr Hasan hold 
10 per cent each. 

It was in his capacity as 
chairman of Apkindo, the 
association of Indonesia's 
plywood producers, that Mr 
Hasan most • recently 
attracted attention. The 
International Monetary 
Fund made disbandment of 
what It called “the plywood 
cartel" a condition of its 
$43bn rescue package when 
Indonesia's financial crisis 
led it to seek help last year. 

The World Bank said 
Apkindo’s practices encour- 
aged the pillaging of Indon- 


(lefl) and President Suharto on a fishing trip 


esia’s vanishing rain forests. 
Membership of Apkindo was 
obligatory for the country’s 
111 plywood producers. The 
association set their export 
quota, allotted shipments 
and was closely allied with 
the forestry ministry that 
awarded their licences. In 
1996 Apkindo pulled the 
licence of one company for 
selling plywood below its 
floor price. While he was 
chairman of Apkindo, Mr 
Hasan offered members the 
services of his insurance 
company, shipping agent 
and trading offices abroad. 

In spite of some resistance 
by Apkindo, Mr Suharto con- 
firmed the cartel was dead 
after he signed the IMF 
agreement in January. 

Meanwhile. Kalimanis. 


worth more than S3bn before 
Indonesia’s currency, the 
rupiah, collapsed, is plagued 
by debt and malfunctions at 
the new pulp milL Last year 
it laid off £500 people. The 
new post may also be a com- 
pensation for the loss or 
Apkindo, observers say. 

Mr Hasan's predecessor as 
trade and industry minister 
tried to follow IMF recom- 
mendations for deregulating 
trade and dismantling 
monopolies, but IMF officials 
who visit Jakarta this week 
will find many, including Mr 
Hasan’s monopoly on news- 
print. are alive and kicking. 

Mr Hasan made no effort 
to reassure the IMF of his 
intentions but said “monopo- 
lies are acceptable if they 
are in the public interest". 


James Kynge and 
James Harding on 

ambitious plans to 
halve number of 
government officials 

O n a bright spring after- 
noon in Beijing last 
week, there was a 
steady stream of smiling 
bureaucrats coming out to 
pose for photographs beside 
the official plaque on the 
front gate or the Ministry of 
Labour. 

"Quick, quick, take the 
picture! The sign will have 
disappeared by next week," 
one government official told 
another. laughing off the 
fact that China's legislature 
has just decided to make 
their ministry redundant 
The mood among Beijing’s 
bureaucrats is surprisingly 
chirpy - particularly surpris- 
ing. given that the govern- 
ment has approved a savage 
programme of downsizing, 
which aims to halve the 
number of officials on the 
government payroll - an 
estimated 4m people - and 
scrap a quarter of govern- 
ment ministries. In the case 
of the labour ministry, for 
example, its functions are to 
be subsumed by a new 
“super-ministry” of labour 
and social security. 

‘‘There is no way that tbey 
are going to put so many 
people out of jobs. There’s 
just no way." says one trans- 
port management official at 
the Ministry of Communica- 
tions. who despite being in 
his late 40s says he has no 
worries about job security. 

“Even those people that 
will be removed from the 
ministries will not be laid 
off. They'll be transferred, 
moved into economic enti- 
tles spun out of their old 
government institutions." 

Such cheerfulness in offi- 
cial circles may bolster sus- 
picions that China’s leaders, 
who have launched their 
bold plans for a fundamental 
restructuring of government 
institutions with a steely 
rhetoric, could have trouble 
getting their reforms past a 
bureaucracy that has fudged 
such initiatives in the past. 

China has made three 
ambitious attempts to 
reform the structure of gov- 
ernment since the country 
started to embrace the prin- 
ciples of the market econ- 
omy in the late 1970s: in 
1982-85, again in 1888 and 
most recently, in 1992-95. 

But each time, the reforms 
ran aground. The problem 
was. according to state 
media reports last week, that 
"after the fervour for reform 
had died down, governmen- 
tal institutions became 
bloated again . . . Subsidiary 
bodies were always set up to 
find new employment for the 
cut-off officials." 

This time the government 
says it is more determined 



The government has approved a savage programme off downsizing 


than ever and its plan is sub- 
stantially different. 

The programme approved 
earlier this month by the 
National People's Congress. 
China's parliament, will cut 
the number of government 
ministries from 40 to 29. in 
an attempt to produce a 
leaner adminis tration. 

For example, the ministry 
of machine building industry 
anrj the ministry of internal 
trade, that are seen as relics 
of an era of central economic 
planning and excessive 
bureaucratic meddling, will 
be abolished. The work of 
many of the axed ministries 
will be done in the future by 
the new “super minis tries". 

Dong Fureng, of the stand- 
ing committee of the NPC. 
believes the government is 
determined: “We have had a 
huge government with too 
many duplicate institutions 
and a low rate of efficiency. 
Such a vast bureaucracy has 
also cost the government a 
lot of money.” 

The move towards a 
smaller state apparatus is 
also essential if China is 
going to change its nannied 
state enterprises into inde- 
pendent. commercially- 
minded companies, he 
argues: “Government has 
tended to interfere in the 
work of enterprises and 
some enterprises have 
tended to rely on govern- 
ment If we don’t change this 
situation, these state-owned 
enterprises will never learn 
to operate within the rules of 
the market economy." 

Much will depend on how 
quickly the bureaucrats left 
behind learn to improve 
their own productivity, tak- 
ing on more work with a 
smaller staff. But. the bigger 


stumbling block is likely to 
remain the government’s 
habit of relocating inefficient 
workers rather t ha n remov- 
ing them. 

Far ming out officials to 
corporations affiliated to 
their former minis tries will 
help cut the obvious fat of 
China’s civil service. But 
only if those corporations 
intn make the transition to 
independent commercial 
businesses will Beijing ulti- 
mately be able to count 
savings in the state sector 
wage bill and point to a new 
generation of efficient, ser- 
vice-oriented technocrats. 

Li Boyong, the outgoing 
Labour minister, offered a 
glimpse of the leadership’s 
eagerness to soothe any anx- 
iety among Chinese officials. 
“The restructuring will be 
ruthless, but we will try our 
best to ensure a sympathetic 
relocation.” he said. 

Similar si gnals from minis- 
ters. including a comment 
from Mr Zhu that govern- 
ment officials are the “pre- 
cious jewels of the country” 
and that the leadership 
“should properly arrange 
their new jobs one by one", 
have buoyed the mood 
among bureaucrats. 

A division chief at the Per- 
sonnel Ministry offered a 
thumbnail sketch of how the 
government might halve the 
civil service. “In the past, we 
may have had 10 people in a 
department doing the work 
of just eight people. Let’s 
say. a couple leave on retire- 
ment. Then, another three 
could go to companies that 
have taken on responsibili- 
ties that have been trans- 
ferred from the ministry. 
That leaves five people in 
the office.” 
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CONTRACTS & TENDERS 


INVITATION FOR BIDS 

ALBANIAN TELECOM invites die interested subjects to take part in tbe “International Open Bids" 
as follows: 

taa^sgLfaE.Bid.lte-1. 

Invitation for Bid No 1 for delivery of “CHIPCARDS to be used in tbe P ay pbone System of the 
Albanian Telecom. Tbe Bid must be submitted not later than Monday 20.04.1998, at 10.00 am_ 
when the Bid will be open in Albanian Telecom Headquarters in the presence of Bidder’s 
representatives who wish to attend. 

Inyinrion .fsg-gidjyp.2 

• “INDOOR and OUTDOOR CALL-BOXES (One hundred and Thirty Thousand) US DoUats" 

- “OUTDOOR CHIPCARD PAYPHONES" (Three Hundred Thousand) US Dollars" 

Invitation for Bid No 2 for delivery of these articles to be used in tire Paypbone System of (be 
Albania Telecom. Tbe Bid must be submitted not later than Monday 21.04.1998. at 10.00 uiu when 
the Bid will be open in Albanian Telecom Headquarters in the presence of Bidder's representatives 

who wish to attend. 

A complete set of the Bid Documents in English language may be purchased by interested subjects 
every day from Monday - Friday, at time 08.00 suu. - 15.00 p-nu on the submission of a written 
application to the above, and upon prepayment of a non refundable fee of 30 USD for each Tender 
document. Tbe document will be sent try Fast Courier aha. upon prepayment of a noo- refundable fee 
of 80 USD for each Tender document. Tbe payment is to be nude directly to die “ALBANIAN 
TELECOM" Headquarters, or through its following financial address: 

ALBANIAN TELECOM, Account Number 363/107/01 
NATIONAL COMMERCIAL BANK OF ALBANIA 
TIRANA BRANCH No. 1. Tirana. ALBANIA 

Tbe Bid must be submitted to the secretary of tbe ALBANIAN TELECOM on die following address: 

ALBANIAN TELECOM. Rniga “Mysiym Shyri". No. 42. Tirana- ALBANIA 

The Bid Security must be forfeited if the Bidder withdraws its Bid after tbe Bid has been opened or 
the Bidder refuses to sign (he Contract. 

For any further information you can contact the following address: 

ALBANIAN TELECOM 
Procurement Department 

Rniga “Mysiym Shyri", No- 42, Tirana- ALBANIA 
Atm. Mr. Boris CFARKU 

Tel: ++355 42 41 101 /43S63/3O160 

Fax: ++355 42 32200 
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How docs a global corporation enhance life? 

At Novartis, its a question of Life Sciences. As the world's leading Life Sciences company, we are 
applying New Skills in every aspect of Life Sciences to meet the needs of billions of people around 
the world. Olivia Bradley is one of 87,000 Novartis employees in the fields of healthcare, agriculture 
and nutrition who are using advanced research, innovative technologies and new medicines, and 
treatments to solve life’s challenges. 


Novartis. We’re with you . . .for life. 


NOVARTIS 


HeaBhcare Agribusiness Nutrition 

new skills in the science of life 

www.novartis.com 
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THE AMERICAS 


Sex claims 


‘mystify’ 

Clinton 


By Gerani Baker in Washfcfltm 


Once again under siege by 
accusations of improper sex- 
ual behaviour and cover-ups. 
President Bill Clinton yester- 
day denied he had ever 
groped and fondled a former 
White House volunteer in 
his private study. 

Mr Clinton said that 
“nothing improper hap- 
pened" in a meeting with 
Kathleen Willey in Novem- 
ber 1993 and insisted he had 
told the truth when he 
denied under oath making 
any sexual advance towards 
her. 

“I am mystified and disap- 
pointed by - this turn of 
events." he said, following 
Ms Willey's nationally tele- 
vised accusations on Sun- 
day. “I have done everything 
1 could do to clarity the situ- 
ation." he added. 

Ms Willey alleged that Mr 
Clinton made an aggressive 
sexual advance on her when 
she went to the White House 
to ask for help in finding a 
job when, she and her hus- 
band were in deep financial 
trouble. 

The accusation is poten- 
tially the most serious yet in 
the continuing investigation 
of the president, which 
began in January with the 
publication of allegations by 
Monica Lewinsky, a fanner 
junior White House 
employee, of an affair with 
the president. 

Kenneth Starr, the inde- 
pendent prosecutor, is inves- 
tigating the claims, focusing 
especially on suggestions Mr 
Clinton may have lied under 
oath when asked about the 
incidents, and may have 
tried to persuade others to 
do so. 

Mr Clinton said yesterday 
he stood by his sworn testi- 
mony he gave to lawyers in 
the Paula Jones sexual 
harassment case, in which 
he denied any sexual 
encounters with either Ms 
Willey or Ms Lewinsky. 

Mr Clinton said in that tee- 
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STAINLESS STEEL TANK AND 
VESSEL MANUFACTURING COMPANY 


required to compliment an established International Group 
as pan of a planned expansion programme 
Outright or part talc considered 
All replies treated in strieteir confidence 
K> Box B5767. Financial Times. One Southwark Bridge, London SE1 9HL 


MEDIA EXPANSION 


Long sanding weekly newspaper business is looking in expand its mafia nmsa 
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bxuxxxk. whether for outright p MvImc or potnenhipL 
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by necessary authority - SFA. 
IMRO) to cMapExaent 
corporation in fiLE. Asia. 
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required to campfiiBefU 
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especially of interest as 
cash fimding/stippan is available. 
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LEGAL NOTICES 


INTER-AMERICAN DEVELOPMENT BANK 


COLOMBIAN PRESIDENT SEEKS TAXES ON SHORT-TERM CAPfTAL FLOWS _ 


Samper attacks ‘speculators’ 


Shift 

towards 


By Stephen RtBer in Cartagena, 

COfcHB&fe 


Amid tight security, the 
ann ual meeting of Latin 
America’s regional develop- 
ment bank was opened yes- 
today with a call from Pres- 
ident Ernesto Samper of 
Colombia for governments to 
examine more closely impos- 
ing taxes on flows of short 
term capital. 

Colombia already uses 
controls on inflows of such 
capital, as do Chile and Bra- 
zil. Mr Samper said that the 
recent Asian crisis bad dem- 
onstrated that the lifting of 
controls on the entry and 
exit of capital had encour- 


aged disruptive flows of 
speculative capital and 
encouraged criminal activ- 
ity, such as money launder- 
ing and trafficking in arms. 

"We must start to exam- 
ine, without prejudging the 
issue, measures that Colom- 
bia has tried with relative 
success, such as the imposi- 
tion of a tax on short term 
capital flows to deter specu- 
lative activity," he said. 

As he opened the Inter- 
American Development 
Bank meeting, a Colombian 
gunboat patrolled the water 
outside the conference cen- 
tre in this coastal resort 
Army units lined the streets. 
The meeting, which has 


attracted more than 2,000 
bankers and officials, was 
also attended by President 
Alberto Fujimori of Peru and 
President Ernesto PCrez Bal- 
ia dares of Panama. 

Mr Samper's speech, 
which also called for Latin 
America to develop a 
method of "alternative devel- 
opment*’ also cited the Ital- 
ian communist philosopher 
Gramscl and the father of 
Latin America's now dis- 
credited model of import 
substitution Raul Prebiscb. 

Concern about security 
problems have deterred 
many visitors from coming 
to the meeting, which - at 
least outside the official ses- 


sions - has been focussing 
on the fallout from Asia on 
Latin America. 

While the region is seen as 
having escaped the worst of 
the financial contagion, the 
crisis in Asia is not seen as 
having played itself out Fur- 
thermore. some retreat 
among investors from assets 
seen as riskier in the wake 
of the crisis has cooled pros- 
pects for financing deals. 

Among other economic 
developments that have gen- 
erated some concern, the 
region's current account def- 
icit is expected to widen this 
year, even as economic 
growth slows down. This 
implies increasing Financing 


demands for the region -» as 
the supply of capital is 
reduced, both because Asia 
is now competing for more 
funds in the international 
capital markets and because 
investors' appetite for risk 
has been reduced. 


private 

sector 


By Stephen Rffler 


According to Mr Arturo 
Porzecanskt emerging mar- 
ket economist for ING Bar- 
ings in New York, this sug- 
gests some unpleasant 
surprises for economies later 
this year. “Brazil is not the 
worry," he said. “The con- 
cern is that most of the rest 
of Latin America is spending 
and investing at levels that- 
cannot be financed-" 


Brazil foresees hefty fall 
in 1 998 public sector deficit 


timony in January that he 
had been trying to console 
Ms Willey when she came to 
see Him because she was so 
distressed. 

He bad embraced her and 
may have kissed her on the 
forehead, but denied that 
there was "anything sexual" 
about the encounter. 

Meanwhile, White House 
officials pointed out some 
inconsistencies in Ms Wil- 
ley’s behaviour after the 
alleged incident Ann Lewis, 
Mr Clinton's director of com - 
munications said Ms Willey 
repeatedly made efforts to 
get a job with the White 
House in 1996. hoping to 
work, on Mr Clinton's re-elec- 
tion campaign. 

“She came to see me sev- 
eral times, she called me sev- 
eral times. It was about how 
positive she felt about the | 
president, how much she 
wanted to come work on the 
campaign." she told ABC 
News. But some Republicans 
were emboldened by what 
they saw as Ms Willey's 
more convincing denuncia- 
tion of Mr Clinton than that 
apparently given by Ms Lew- 
insky. 


Stephen Fidler, Latin America Correspondent, talks to 
AntSnio Kandir, the country’s planning minister 


Brazil's overall public sector 
deficit wQl foil this year to 
less than 4 per cent of gross 
domestic product from last 
year's 5.9 per cent level, 
according to pl anning minis , 
ter. Antonio Kandir. 

He said the' government 
was still working on its 
projections for the current 
year, but the expectation 
was for a significant foil in 
the figure to below 4 per 
cent. The size of last year's 
deficit outcome provoked 
disappointment in financial 
markets when it was 
announced. 

Planning officials said it 
was still not dear how for 
last year’s sharp rise in 
interest rates would affect 
economic activity and 
therefore tax collection. 
Moreover, the path of 
interest rates - which affect 
the deficit by lncreasingthe 
cost of government debt - is 
also uncertain. Also, the 
federal government is not 
able fully to control 
spending by Brazil’s states, 
which may tend to grow in a 
general election year. 

Mr Kandir, speaking in an 
interview, said interest rates 


should continue their 
downward path toward 20 
per cent, having already 
fallen to around 28 per cent 
from their peak of 43 per 
cent late last year when the 
Asian crisis was at its 
height. 

This had led general 
expectations for growth this 
year to be scaled up from a 
range of minus 0.5 per cent 
to plus 1 per cent in 
November - to between 1-5 
and 2.5 per cent now. 

He said the government 
expectation was that the 
deficit on the current 
account would foil to $30bn 
this year, representing 3.5 
per cent of gross domestic 
product, compared with 
$34bn and 4.2 per cent in 
1997. “We are very 
comfortable with the 
financing of this deficit" 

Foreign direct investment 
was expected to expand from 
last year's record $l7bn to 
$20bn this year - increasing 
the share of the deficit 
financed through FDI from a 
half to two-thirds. The 
increase would be 
encouraged by privatisations 
expected to raise $32bn - of 


which 40 to 50 per cent were 
expected to come from 
abroad. Of the rest, some 
$2bn of FDI had already 
entered the country in the 
first two months of the year. 

Mr Kandir said foreign 
direct investors would be 
encouraged by the public 
commitment of President 
Fernando Henrique Cardoso 
that the country’s exchange 
rate policy would not be 
changed either this year or 
next. Brazil devalues its 
nominal exchange rate 
monthly at an annual rate of 
about 7 per cent 

The currency is still 
widely considered by 
economists to be overvalued. 
But that overvaluation is 
narrowing as inflation is 
now running at a rate below 
currency depreciation, and 
productivity gains across the 
economy are estimated by 
the government at some 6 
per cent a year. 

These gains in 
productivity were showing 
through in export growth, he 
said. In the year to 
February, exports grew at a 
14 per cent annual rate. 
Though this would be 



Kandir: hoping for a significant improvement 


tempered. 1998 should see 
growth of 10 per cent over 
the year, he said. 

The planning minister said 
the budget deficit redaction 
should be aided by social 
security legislation this year. 
This would save R3.4bn 
(S2-59bn) in its first year, 
R5bn in its second year and 
R7bn in the third - and 
could be passed into law. he 


said, as soon as April 
The cost of the social 
security system is estimated 
at some R47bn this year. An 
administrative reform 
proposal, also advancing 
through Congress, would 
save $8bn a year but the 
savings would only be made 
once new regulations were 
in place and this could not 
happen until at least 1999.. 


Shareholder governments of 
the Inter-American Develop*, 
meat Bank have moved 
closer to agreeing two 
changes that will increase 
the bank's involvement in 
private sector finance in the 
region. 

In the first, a consensus 
has emerged - backed by the 
US - over increasing the 
capital of the Inter-American 
Investment Corporation, the 
private-sector equity arm of 
the bank that the US wanted 
to wind up In 1994- The UCs 
management has called for 
an increase of $300m to 
$50Qm In its ?200m capital 
base. 

In the second, the IADB 
appears to be moving 
towards doubling the ceiling 
on its direct lending to pri- 
vate sector entities, without 
government guarantee, from 
5 per cent of total lending - 
equivalent to about $400m a 
year. This would be directed 
towards infrastructure pro- 
jects. an increasing propor- 
tion of which are financed 
by the private sector. The 
HC capital increase will be 
referred to a committee of its 
governors later this year. 

The support from the US 
represents a turnaround in 
its view of the HC. which 
was reduced, in size in the 
early 1990s. It has become a 
large Investor in private 
equity funds - directed to 
Latin America. Around $85m 
has been directed to invest- 
ment funds with a capitalisa- 
tion of £L2hn. If the US for- 
mally backs it - and a US 
official -described it as a 
“hard sell” to Congress - it - 
will imply a commitment in 
the budget for 2000. 

Some opposition remains 
to expansion of the private 
sector lending, but a consen- - 
sus on this, and a limited 
expansion of its private sec- 
tor guarantee programme, 
was expected to emerge. 
Estimates are the bank can 
mobilise lending of five to 
seven times its commitment 
by its participation in a pri- 
vate sector project. 
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into one of the best-sellers of all time 


U-S. attofiwy experienced to 
recovery far acefe opened in UB. 
wB to in London 18-24 March. 
TeL 171-405-1212 for free 
con w d Mto a, biUSAcafl 
toh free 8884847442 
Emifc hanowggsunetnet 


SWITZERLAND 


Incorporation and 

administration of Swiss and 
foreign companies. 

Mail - Phone - Fax services. 
R ank introductions. 


OPTIMA FIDELITY SA. 


Corporate Hospitality 

World Cup 98 


FO Box 35M. CR-1ZU Gan S. 
TO : 4122 31MWWVB*: 4123 31*4103 


Monaco Oicr.d Pri* 


Angers, Levin & Bate 

Cost Effective Rqxesentahon 
of Global Clients in IIS. Courts 
USA offices is New Yak, 
New Jersey, Pennsylvania 
908366.1500 far xI900 
Email: A3jr@angcgalgw.com 


TELECOMMUNICATIONS 


DIVORCE OR 
CREDITORE PRESSURE 


Either business or personal, 
your assets can be legally 
protected? 


For total, confidential and 
free information on how 


PHONE DURING BUSINESS HOVRS 
•171 491 Z3S* 

OR AFTER HOLES 
04*7 251724 


3 AH.I 


HUGE DISCOUNTS ON i 


G It EXPRESS LOOTED 
G B EXPRESS (SOUTHERN) LIMITED 
GB EXPRESS (MIDLANDS) LIMITE D 
GH EXPRESS (FLEET) LIMITED 
GB EX PRESS (N ORTH ERN) LIMITE D 
FENESTRA SYSTEMS LIMITED 


• Digital SMtaNntfnbir 

Optic Lines 

. AT&T and Other Network* 

• Use train Home, office. 
Hotels. CaB Phones 

• 24 Hoi* Customer Service 
C*fl now fur New Low Rates! 

Tel: 1.206.284.8600 
Fax: 1.20&270.0009 

linn open 24 tmn! 


Direct from Manufacturer 


69-73 Theobald's Road 
London WC1X 

Tel: 0171 831 6678 


WANTED 


OFFICE CHAIRS 


Gas operated chain. Operators. 
Managers, Executives etc. 


To (111 overseas orders. 


iNb dealers) 


■W: 01279 816136 


Km? u hereto P ve °- Penas* u hxUor 
«S(2| of (he Inwlvmo 1 A" ■ 

Meeting el tor renecoica Cretan* rf tSr 
»bovt named Cacnpaoiei will he held tl 
He Hilnn NatwmL Bracked, Betahbe. 
an t«i Man* 199H. U 1(100 ul, K. jn 
>iL I2J0 pm. t Ju jujL. 2 .IO pm. and 
3UW pm. npctn>d). for k fwpotet of 
having laid before u a copy of the upon 
prepared bj Ac AihnmtrM-e Rarentn 
under ucciion 48 of (he uid Ait- The 
Meeting n»j, if h (hint* fit, eauMuih 
Commuted lo cervix ibc foacluMM 
ststTened tn Cttdrtoti" C mumrlta m to v 
wafer da Ail Creditor* «.b o*c clam ac 
-hojl* wconctl are not omttol tn nnl or 
be rcpmcalcd at the Mecnfiji Other 
Creditor* uc cnlrtJed W *nte it (to j hare 
delivered ip us at IS Perehtole KvaJ. 
ChAm, BrtaoL BSS JUG. no brer dun 12 
moo, un the tvdnr*' da> Win (to di> 
fixed for the Mc erwf . «Ttttcn details tt the 
debts 4re« claon to he dae b> them tom toe 
Companies, and the dton bat teen dnl> 
admitted under fee ptovnum of Rule ill 
of the hnotvencx Ruler KMcandiherehis 
been lodged »ub us «o> p«v»» xhich die 
Cretan inemhm brined do tor bdoif 


SPIRAL MANAGEMENT tor projtet 
suponnson y toe tare or pmdaca of any 
cortHnaaty m assess et CltXUXX) 0:81 
661 0509. The tocatcn mi rarageRrert 
aaxarppmSarij wen raoio. 


kallbaci 


COMPANY NOTICES 


U/TlkV GRTKV PLC 


Iaretrcr 2S4IMI 


VEND0ME lUXL’RY GROLTSA 
E.C. Uerretorer* B4«»2 
NOTICE TO SHAREBOLDEBS 


Notice i» hereto .urea One 5* repawn nf tacnbtn OS tht ibme- norm) Coalman rtH he 
dmol from JU'r m ■ London liorej on IVMreth l 1 *** Provided (fare toe prrfosW ret at* «n 
die d wornriu m m hnUrn t£ Va» lime wan oo >» January 1099 idre h », mf, become* 
efleehve no 23 MureJi lwt.Cie rejnen (d nKmhrrs am be tc<Tow: on o: hrt«e .VMredi 
|4«f. btd aelcl* r« (he [xop-.a* of irri-serag Ban*f*i- of dim made pnua B lam one 
rktuora maantasx ■T*tf>c. r Vrpvt»ii 


Dralm^t m Vvod^c (=:=* cn -to London real L n mribo u q; Stovh Etohreigse will aba be 
napwlfd tom ttmpn.'Lresidntnr'ai in Maori I4SQL li » njmrtl c a* prrpoaal 
hccomc* efleen*e on 29 Mare-H ‘,‘Sn. the hOutg nf Veoi'ene units on (he London tod 
Lumnhwit Sexh ELtrfiongEs wrS to nretlhlre dw day. 

Bi Older orthc Bead BrOrdaot (to 

J.EJL Pte JJ_EL P\t 

AtuvtaM Sc.-Wt»» Aonou Secretan 


Fax: 01279 8177J1 


Pi Utica tarn Ataa&aame Reaver 


RtSiiJOirdOnkc. 
r’KmSbtrtoiage 
Lreukai SWI JC TB 


Repoiml Offler ■ 

35. hadevmd Pr m ec Hcrm 
L-l ~2* laanhwj 


IMiMareb l*W8 


cwnl: Ml March IW 


An attnnpt by cine of the six 
big US naval shipyards to 
branch out into commercial 
shibuilding ended yesterday 
with the news that poor 
labour productivity and ris- 
ing materials costs had 
forced Newport News, a yard 
in Virginia, to abandon its 
attempts to diversify. 

Like other US yards facing 
the squeeze of a shrinking 
defence budget. Newport 
News had sought to fill the 
gaps in its order book by 
building vessels such as dou- 
ble-hulled oil tankers, the 
first of which it completed 
last year. Hie yard tried to 
raise productivity levels to 
make itself competitive with 
foreign yards, bat was faced 
with cost overruns and flag- 
ging performance. 

It had already put the 
losses from its first four 
commercial vessels since 
1979 at more than 9100m, 
costs it attributed to the 
“learning process" of becom- 
ing a big commercial yard. 

Yesterday, Newport News 
Shipbuilding, the public 
company that operates the 
yard, revealed a new batch 
of problems that finally per- 
suaded it to back out of com- 
mercial work altogether, at 
an additional cost of $15Qm. 

William Fricks, chairman, 
said a special review of the 
operation had revealed “a 
number of issues relating to 
costs of material and labour 
productivity,” and that these 
had been serious enough to 
kill the commercial venture 
altogether. The news will 
dampen hopes that the coun- 
try's naval yards can supple- 
ment their defence business 
by expanding into the com- 
mercial arena. 

Critics of that drive, which 
has been supported by the 
US defence department, have 
claimed that labour prac- 
tices in US yards, along with 
decades of protection from 
international competition 
under the Jones Act. have 
left them unsuited to the 
commercial world. 

The yard attributed a large 
part of its problems to 
requirements associated 
with changes to the new 
domestic ship design". 


D r Benjamin Spock, 
the paediatrician 
whose influence on 
post-second world war par- 
enting was so strong that he 
became known as the 
“father of the baby-boom- 
ers," has died at the age of 
9*. 

Dr Spock was a controver- 
sial figure throughout most 
of his long life. His 1946 pub- 
lication. The Common Sense 
Booh of Baby and Child 
Cdre, was one of the best- 
selling books of all time and 
profoundly altered the field 
of pediatrics. Later printed 
in paperback, it sold 50m 
copies and was translated 
into at least 30 languages. 

Dr Spock pioneered child- 
rearing notions that while 
widely accepted today, were 
considered radical at the 
time: natural eating and 
sleeping schedules for 
infants and oo forced toilet 
training. Dr Spock was also 
a champion of breast-feeding 
when society frowned upon 
the practice as barbaric and 
unhealthy for mother and 
child. 

According to Dr Spock. 
post-war parents worried too 
much about strict schedules 
and firm discipline. He 
preached a more instinctive 
method of child care. In his 
first book, he advised moth- 
ers: “Trust yourself: you 
know more than you think 
you do." 

Freudian psychology 
exerted a powerful influence 
on his work, be later admit- 
ted. although he never made 
reference to such theories in 
his early books, fearing a 
public backlash. Dr Spock 
also weighed in early in the 
"nature versus nurture" 
debate, claiming that chil- 
dren deserved to be treated 
as Individuals. 

As rebellious baby-boom 
adolescents burst on the 
political scene in the 1960s, 
many Americans blamed the 
looser parenting style recom- 
mended by Dr Spock for 
what they saw as a genera- 
tion gone awry. The star 
paediatrician seemed to fulfil 
their worst fears when he 
allied himself politically 
with the young people whose 
upbringing he had so heavily 
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SPOCK’S 
BABY AND 
CHILDCARE 


THE CENTURY'S 
GREATEST BESTSELLER 
THE ONE ESSENTIAL 
PARENTING BOOK R 


influenced. 

He joined Martin Luther 
King in protesting against 
the Vietnam war. and was 
arrested and prosecuted for 
encouraging draft resistance. 
In 1972. be ran for president 
as a candidate of the Peoples 
Party, and received more 
than 75.000 votes. 

The famed paediatrician 
stood by his writings, saying 
he had never sanctioned 
unco-operativeness and 
impoliteness in children. 
Still. Dr Spock conceded in 
later years US conservatives 
had been right on one point: 
he believed his early writ- 
ings were lacking in spiritu- 
ality. 

Yet Dr Spock also came 
under fire from liberals. 
Some complained that his 
advice to let children cry 
themselves to sleep was 
cruel. Others upbraided him 
for his early stances against 
working mothers. He later 
changed his mind on dual- 
career parents, and included 
a section on working moth- 
ers in a revised version of 
his book in 19912. 

The paediatrician was 
bom to a wealthy family in 
New Haven. Connecticut in 
1903. His life was one of priv- 
ilege. He attended the eute 
Philips Academy In 
Andover. Massachusetts, 
and the Ivy league Yale Uni- 
versity in New Haven. At 
university, he joined the 
rowing team and won a gold 
medal at the 1924 Olympics. 
He dreamed of beco ming an 
architect, but turned to med- 
icine after spending a sum- 
mer as counselor at a camp 


for disabled children. 

Dr Spock’s personal life 
was even more turbulent 
than his professional career. 
His first wife spent over 40 
years in therapy and time in 
an asylum after a nervous 
breakdown. His two sons 
said he was an authoritar- 
ian. distant and unaffection- 
ate father. They, too, were 
right, he later admitted. “I 
never kissed them." he once 
said. "I should have." 

Most recently. Dr Spock 
dedicated himself to cam- 
paigning for a macrobiotic 
lifestyle, to which he con- 
verted after marrying his 
second wife Mary Morgan, 40 
years his junior. He was 
influential in getting the US 
Department of Health to offi- 
cially recognize vegetarian- 
ism as a healthy option for 
Americans. 

He continued to write 
about child care throughout 
his life, but the most recent 
editions of his books were 
criticized for being hope- 
lessly out of date. His 1992 
version of the classic Baby & 
Child care included sections 
on how to deal with divorce 
and how to talk to children 
about Aids and sex. Yet he 
also wrote of bottle steriliza- 
tion, a method most US doc- 
tors now deem unnecessary. 

The doctor had fallen into 
such poor health over the 
last few years that his wife 
made a public appeal for 
help with his S1Q.000 per 
month medical bills, which 
she said were only partially 
covered by medical insur- 
ance. 

He died on Sunday fo San 
Diego. His doctor made thp 
announcement in Boston on 
Monday morning, but did 
cause of death. 

15 Perhaps 
best known for very public 

reversals of opinion. 
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Business Class comes naturally to Lorraine and Elaine - their 
Merseyside flies high with academic talent like their own. 

Sony for software design, Abbey National for financial services, 
Owens Corning, QVC and Telewest for call centre communication, 
Sainsburys and Booker Belmont for distribution management - no 
shortage of new companies taking off in Merseyside. And no short- 
age of skills from our 50,000 undergraduates. 

Like Lorraine and Elaine, our workforce is young, bright and lively. 
Competitive and fun, they work hard and play hard - ideally placed 
in Merseyside. The future's looking good, girls. Business Class 

is only the beginning! 

There’s a great deal on Merseyside. 


To discover more about the investment 
potential on Merseyside telephone 

0800 22 0151 

Email: merseyp@mail.cybase.co.uk 
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ST PATRICK’S DAY CELEBRATIONS US PRESIDENT ECHOES TONY BLAIR’S BELIEF THAT SETTLEMENTJS ^AGONjSjNQ.Y CLOSE’ 

Clinton says 
Irish talks 
must ‘move 
forward’ 


es t ... 


national budget 


Premier rules out moves 
towards single currency 

i n 


By Bruce Osrk In Washington 


President Bill Clinton 
yesterday followed Tony 
Blair, the UK prune minis- 
ter, in describing a peace set- 
tlement in Northern Ireland 
as -agonisingly close" and 
urging the region’s politi- 
cians to make the necessary 

compromises. The president 
is holding out the possibility 
that he may visit Northern 
Ireland in May to campaign 
for the acceptance of a peace 
deal. If one is agreed in prin- 
ciple next month. 

Gerry Adams, Sinn F&in 
president, and Martin 
McGulnness, the party’s 
chief negotiator, were expec- 
ted at the White House last 
night for the first In a sales 
of meetings between Mr 
Clinton and Northern 
Ireland politicians. -The 
president intends to tell 
them the moment is now. 


that they need to move for- 
ward," said Mike McCurry, 
the White House spokesman. 

Northern Ireland’s leaders 
should -take advantage of 
this agonisingly close oppor- 
tunity. as it's been described 
by prime minister Blair, and 
move forward to reaching 
the outlines of an agree- 
ment," Mr McCurry added. 
The more public side of Mr 
Clinton’s Irish initiative will 
be seen tonight in a Saint 
Patrick's Day reception at 
the White House. 

A critical juncture in the 
Northern Ireland peace talks 
has lent unprecedented 
importance to the long tradi- 
tion of inviting the prime 
minister of the Republic of 
Ir elan d and other prominent 
figures from the island to 
celebrate their country's 
national day in Washington. 

Newt Gingrich, the 
Speaker of the House of Rep- 





trish echo: a parade celebrating St Patrick's day h the Tokyo (Sstrict of Harajuku attracted about 2,000 people Priure AP 


resentatives. will today host 
a lunch, with guests ranging 
from the US President to 
Gary McMichael, leader of 
the Ulster Democratic party, 
the poUtical wing of the 
Ulster Defence Association 
and the Ulster Freedom 
Fighters. Like Sinn Fein, the 
political wing of the Irish 
Republican Army. Mr McMi- 
chael's party bas been 


expelled from the peace talks 
for a short period this year 
because of alleged involve- 
ment in sectarian murders 
by its paramilitary associ- 
ates. 

President Clinton is expec- 
ted to have brief separate 
discussions with at least 
four other party leaders from 
Northern Ireland today. Sev- 
eral have grumbled over Mr 


Adams’ invitation to a meet- 
ing at the Oval Office nearly 
24 hours before his fellow 
politicians. But in contrast 
with years past, the British 
government is raising no 
objection to contacts 
between the US administra- 
tion and Mr Adams, whose 
latest policy statements 
appear to have scaled down 
Sinn Fein’s terms for accept- 


ing a settlement. 

in an unusual event. Mr 
Adams was expected yester- 
day at a British embassy 
reception, hosted by the 
ambassador. Sir Christopher 
Meyer, who as spokesman 
for John Major, the former 
Conservative prime minister, 
was closely involved in the 
Major government's North- 
ern Ireland policy. 


The Budget will contain “no Tony me 

entry into European monetary irooean Liberal Demo- 

prime minister, said yesterday. The Today’s 

crat party called the move proposal 

national Budget the last before the to mono- 

launch in January 1999. «■ ^^^JT^pound and 
tary union despite growing concern iSrieMo Britain’s 

high domestic interest rates could act as 
eng entry. “The Budget is about setting the 
domastfc economy, so don’t 

the euro," said the prime minister's official spotesman ^ 
Although Gordon Brownjhe govern- 
all but ruled out Britain's entry dunng fos 
ment is committed to joining Emu £ 

Liberal Democrat Treasury spokesm^, CT^edme govwn 

for not doing enough to prepare the UK for 

of the major problems is the strength of the 

to reduce its value would be an early announcement of *rt»n 

intend to loin the euro." said Mr Bruce. Lfam 

• ^The Budget will contain measures to help 

sized businesses - Including tax conceauons to sBmutate 

research and development and for 

companies - together with a raft of tax and 

j. intinn nur Political Editor writes- It wfll rspre- 
encourage job creation, our romrcw ram** . 

sent one of the most comprehensive overhauls of the tax and 

benefits systems since the mid 1980s. 


FINANCE BILL 


Treasury confirms fiscal code 


president intends to tell Newt (imgncn, tne Kepuoucan Army, wir menu- wortoera ixeiana today, aev- appear to nave scaiea aown Major govern mou 
them the moment is now. Speaker of the House of Rep- chael’s party bas been eral have grumbled over Mr Sinn Fein’s terms for accept- em Ireland policy. 

‘All is not well’ in murder prison, says m ini s ter 

By John Murray Brawn weekend was the second killing the village of Poyntzpass, was terror group opposed to the peace unit. Under the regime 

ta Dublin inside the prison in less than three found hanged in his cell on Sunday process. are free to roam their •: 


Adam Ingram, the UK minister 
responsible for security In North- 
ern Ireland, admitted yesterday 
that "all is not well” in the top- 
security Maze prison. But he 
rejected demands for his resigna- 
tion from anti-republican union- 
ists. 

The murder of an inmate at the 


weekend was the second killing 
inside the prison in less than three 
months. Mr Ingram said the Maze, 
which holds around 500 republican 
and loyalist prisoners, was a 
"unique” regime. He warned of 
"major public disorder” if the 
authorities attempted to introduce 
tougher conditions. 

David Keys, one of four Protes- 
tant "loyalists" charged with the 
murder of two lifelong friends at 


the village of Poyntzpass, was 
found hanged in his cell on Sunday 
morning. Police last night arrested 
a fellow -loyalist” prisoner in con- 
nection with the Keys killing . The 
Poyntzpass murders caused out- 
rage because the friends were Prot- 
estant and Roman Catholic. 

In January republican inmates 
shot dead Billy Wright, the impris- 
oned leader of the outlawed Loyal- 
ist Volunteer Force, a Protestant 


terror group opposed to the peace 
process. 

“We’ve got to be realistic about 
the regime at the Maze," said Mr 
Ingram. “If people want a tougher 
regime, they’ve got to say bow we 
address the reaction to that” 

Mr Keys, a former member of the 
British army's Royal Irish 
Regiment - which replaced the 
Ulster Defence Regiment - was 
being held on remand in the LVF 


unit. Under the regime, inmates 
are free to roam their own wings 
and are not locked into cells at 
night. 

Police initially said Mr Keys’ 
death was suicide, but it is now 
being treated ;is murder. There are 
suggestions he may have been sus- 
pected of cooperating with the 
police in identifying the other 
three men channil with the Poyn- 
tzpass murders. 


Clauses will be included in the forthcoming finance bill requiring 
every government to publish a coda for fiscal stability, the Trea- 
sury confirmed yesterday. “In essence, the bill will reqwre 
government to Issue a code for the appHcation of five key princi- 
ples of fiscal management - transparency, stability, responsibility, 
fairness and efficiency - to foe formulation and implementation of 
fiscal and debt management policy," the proposal said. 

The advantages of such a code were set out in a recent paper 
by George Koptts and Jon Craig, -officials at the International 
Monetary Fund. The initiative from Gordon Brown, foe chancellor 
of the exchequer, echoes these sentiments and follows the exam- 
ple of pioneers such as New Zealand. Mr.Brown believes it oom- 
plements his decision to give the Bank of Bigland,’ the UK central 
bank, control of interest rates. The proposed code, which wiH to 
be laid before foe House of Commons by the end of the year, 
places a legal obligation on the Treasury to do several things that 
it does already. These Include publishing the Budget “Bed Book" , 
the Pre-Budget Report and the annual Debt Management Report. 
Robert Chote, London 

Editorial Comment, Page 15; Lex, Page 16 


Beef export 
ban to be lifted 
for N Ireland 


CORPORATE GOVERNANCE 


Long road towards resumption of beef exports 


Law firm votes ‘Supercode’ urged for reports 


By Michael Smith hi Brussels 


A two-year ban cm exports of 
British beef is to be eased 
within weeks after European 
Union farm ministers gave 
overwhelming support yes- 
terday to a scheme allowing 
shipments from Northern 
Ireland. 

Relaxation of the ban was 
supported by 10 of the UK’s 
14 EU partners. This pro- 
vided Britain with its biggest 
breakthrough on beef since 
the EU imposed an embargo 
on exports in March 1998 
after scientists said there 
could be a link between BSE 
- "mad cow disease” - and 
Creutzfeldt- Jakob disease, 
the fatal brain condition 
which affects humans. 

Only Germany and Bel- 
gium were against an easing 
of the ban. Luxembourg and 
Spain abstained. This meant 
there was a qualified major- 
ity in favour of Northern 
Ireland resuming exports. 

Hie vote will be an impor- 
tant boost to farmers in the 
region who exported more 
than half of their beef before 
the ban. 

Northern Ireland is the 
only part of the UK with a 
computerised system able to 
track cattle movements over 
a period of years. The 
scheme will permit expats 
of cattle from herds con- 
firmed as being free of BSE 


for more than pi ght years. 
Wesley Aston, commodities 
director of the Ulster Farm- 
ers’ Union said: “This is the 
start of the lifting of the 
■ whole ban UK-wide." 

Ben GUI. president of the 
National Farmers Union of 
England and Wales, said the 
vote was “a major break- 
through". In London, the 
agriculture ministry said UK 
pressure would continue for 
progress on a wider scheme 
allowing exports of cattle 
born after August 1 1996, 
when the last stocks of 
potentially contaminated 
feed were destroyed. 

There have been 1,700 con- 
firmed BSE cases in North- 
ern Ireland. 

• The BSE epidemic will 
be over among cattle in 
Britain by 200L one of the 
country's leading Infectious 
disease experts said yester- 
day. our Science Editor 
writes. But it was too early 
to rule out a related epi- 
demic of CJD disease in 
people. 

Roy Anderson, professor of 
epidemiology at Oxford Uni- 
versity. told the BSE inquiry 
in London that the latest 
data supported his research 
group’s prediction, first 
made in 1996, that BSE was 
declining so rapidly among 
cattle that there would be 
virtually no new cases from 
2001. There have been 


Mareti 27: Einpean Union imposes wnUvrtde ban on spots of British beef 
are! beef products after UK reverts probate bik between BSE and 
Creutefefctt- Jala* Disease. 

Jane 12: UK proposes phased Sting of ban. tnduflng exemption (or cade from 

herds certified as new having had BSE 

Jort 19: European Canmtsson endorses catfSsd henb Idea, nit: 

pracootftions. 

Jure 21: UK drops poficy of dsrififog BJ business to get ben HtBi Member 
states ta Florence agree framework tor gradual easing of ban. 

Jon 24: ftiro Master Jota Itejv pledges UK wS be ready to see a lifting of 
most of Be ban by November. Expects UK to be Mile to export meat from 
certified herds by October. 

October 14: hforrtry of agfcuflura insists c ert i fied scheme wS be UK-wide, 
■umber * No definfflen ot certified harts yet agreed. Covenanem ofBcMs 
actrowledgB H a Br an Ireland wffl be ftsi to qualify 


to join Andersen 
conglomerate 


By Robert Rice and Jhn KeBy 


February 2& Dougas Hogg, agricutaiB mWster. submits formal proposal to 
RscMer tor 'export certified herds schema". 

April 11: Commissioners Ratter and Emma Borfino rate doubts about setere 
apptymg IK-frtda. 

June 11: Elfs sdenfifle veterinary committee throws scheme back, demsxfng 
more Btformatton and questioning rafiMyM UK data. 

September 17: IK resubmits the scheme. 

November 24: EU vetennary experts raise doubb about schemed waking after 
visa to Northern Ireland. 


Januoy 14; European Commission approves schema. 

fth nto flf S: BJ starring wtainar y ccranfltoe demands tartar tightening of 

-certified herds' definition. 

March 4; 10 of 15 meet® states back scheme to veteinay committee 


170.000 clinically confirmed 
cases - and an estimated lm 
animals infected - since the 
disease was first recognised 
in 1988. 

Since there is strong "clus- 
tering’’ of BSE within herds, 
the scientists expect virtu- 
ally no new cases in previ- 
ously unaffected herds. 

The outlook for new vari- 
ant CJD remains as uncer- 
tain as when the first nvCJD 
deaths were announced in 
March 1996. 

Prof Anderson told the 
inquiry that he and his col- 
leagues had just completed - 


but not yet published - a 
thorough analysis of nvCJD. 
It shows that the pattern of 
cases - three in 1995, 10 in 
1996. 10 again in 1997 and 
one so far this year - is con- 
sistent with a very wide 
range of possible outcomes. 

Asked whether be had 
changed his own eating hab- 
its. Prof Anderson said he 
had given up certain beef 
products “largely under the 
influence of my wife". But 
he added: “I do think that 
British beef is probably safer 
than beef in most of western 
Europe at the moment." 


Wilde Sapte. one of the UK’s 
leading law firms, is to join 
the law firm network of 
Arthur Andersen, giving the 
accountant access to the 
City of London's lucrative 
market for financial legal 
services. 

The link is the latest in a 
string of moves by Andersen 
in its efforts to become one 
of the leaders in commercial 
legal services worldwide. It 
could signal the start of a 
restructuring of UK legal 
services as the other “Big 
Six" accountancy firms seek 
to follow suit 

Steven Blakeley, manag- 
ing partner of Wilde Sapte, 
said: “We have voted in prin- 
ciple in favour of joining the 
Arthur Andersen legal net- 
work, subject to consultation 
with our clients.” The firms 
hope to sign heads of agree- 
ment in the next two weeks. 

The deal also comes as a 
boost for the accountancy 
firm at a time when at least 
two of its competitors are 
seeking international merg- 
ers which would topple the 
Andersen organisation from 
its leadership of the sector. 
“The Arthur Andersen strat- 
egy is to develop an interna- 
tional practice of English 
law,” said one senior execu- 
tive with the firm. 

The deal is the most signif- 


icant move by the accoun- 
tancy firm in its push to 
build an international net- 
work of law firms. In 1996 it 
shocked the international 
legal community by merging 
its Spanish law operation 
with leading Spanish com- 
mercial law firm. A&J Gar- 
rigues, to create the biggest 
law firm in Spain. 

The move also brings to an 
end its 18-month search for a 
top City law firm. Although 
Garrett & Co, the law firm it 
set up in 1993, has grown 
quickly, it is not able to com- 
pete with big City firms for 
high-value financial work. 

Bill Tudor John, senior 
partner of Allen & Overy. 
the UK international law 
firm, said: “There is a seri- 
ous lesson for firms of simi- 
lar size and standing in that 
WUde Sapte felt it was neces- 
sary to get into bed with a 
huge organisation like 
Andersen to ensure their ' 
survival for the future." 

Although the shape of the 
deal has yet to be finalised. 
If Wilde Sapte joins forces 
with Garrett, the new firm 
will have almost 500 lawyers 
and a turnover of more than 
£80m ( $1 33.6m > placing it 
just outside the top 10 law 
firms in the UK. 

The Andersen interna- 
tional network of law firms 
already has more than 1.000 
lawyers in 30 countries. 


Companies could start outlining how they comply with new cor- 
porate governance principles in the year's annual reports under 
proposals put forward by foe London Stock Exchange yesterday. 
The suggestion was made In a consultation paper on a corporate 
governance ‘'supercode” which combines thee previous reports 
on the issue by City leaders and industrialists. The exchange put 
forward three separate time scales for foe Introduction of a two- 
part disclosure statement in annual reports. This Is designed to 
make companies offer a note of compliance and an explanation 
of any failure to comply. The supercode was a central recommen- 
dation of the Hampel committee on corporate governance which 
reported at the end of January. Jane M ar tin son , London 


CITY REGULATION 


Maxwell accountants censured 


Regulators yesterday finally disciplined two accountants linked to 
the faaxweU affair of 1991, and one linked to the Atlantic Com- 
puters affair of 1988. Jonathan Ford, finance director of the Max- 
wall related London and Bishopgate International Investment 
Management, was admonished by a tribunal of the Joint Disci- 
plinary Scheme. Michael Stoney, a director of Mirror Group 
Newspapers, was censured and excluded from the Institute of 
Chartered Accountants. Peter Golcfie, chief executive of British & 
Commonwealth Holdings, and a director of Atlantic Computers, 
was censured and excluded. Atlantic’s auditors, Spicer & Oppen- 
heim, now part of Delottte Touche Tohmotsu, was censured and 
ordered to pay costs of £100,000 ($167,000). Jim Kelly, London 


ARTS COUNCIL 


Shake-up meeting planned 


The Arts Council of England, which will distribute £ 1 84.6m 
($308.3m) m government subsidy and £200m in National Lottery 
funding this year, is to meet on Wednesday to discuss changes 
which could transform its operation. Mr Gerry Robinson, chairman 
of Granada, the media and leisure group, who is to succeed Lord 
Gowrie next month as chairman, is believed to favour a much 
smaller council. It now has 23 members, having been increased 
in size in 1995 when ail 10 chairmen of the regional arts boards 
became members. Mr Robinson wants a council of around 12 
The big national companies, such as foe Royal National Theatre 
and the Royal Opera House, would remain under the control of 
foe Arts Council. It would become a strategic body and would act 
as a court of appeal for regional boards. Any changes would be 
subject to government approval. Antony Thomcroft, London 


Scots nationalists take heart from poll 


Voting pref er ence s in Scotland 


Labour said the Edinburgh parliament would 
kill off nationalism for a generation. It may 
well be wrong, reports James Buxton 


A shiver ran down the 
spine of the governing 
Labour party last week 
when an opinion poll on vot- 
ing intentions for the Scot- 
tish parliament showed it 
only one point ahead of the 
Scottish National party. The 
poll in The Herald newspa- 
per put Labour on 39 per 
cent and the SNP on 38 per 
cent, a change for both par- 
ties of five points in a 
month. 

Since the electoral system 
for the Edinburgh parlia- 
ment includes a proportional 
element - ensuring that par- 
ties win seats in proportion 
to their share of the vote - 
the prospect loomed a formi- 
dable SNP presence in the 
129-seat body after the elec- 
tions in May 1999. 

Alex Salmond, the SNP 
leader, has even gone so far 
as to say that the Labour 
party' could be excluded from 


power in Edinburgh if the 
nationalists formed a coali- 
tion with the Liberal Demo- 
crats, the pro-European 
opposition party at Westmin- 
ster. “You can see the begin- 
nings of a realignment in 
Scotland, involving the SNP. 
Libera] Democrats and some 
In the Labour party." he said 
at the weekend. 

Mr Salmond maintains 
that if the party's upward 
trend continues and it 
becomes part of the Scottish 
executive (government) it 
would insist on a referen- 
dum on independence. If 
that were carried, it would 
negotiate Scotland’s separa- 
tion from the United King- 
dom. 

In Labour's plan, things 
were not supposed to turn 
out like this; it bad been 
assumed that the party 
would form a coalition with 
the Liberal Democrats. 


Labour believed the 
devolved parliament would 
kill off nationalism for a gen- 
eration by giving Scots as 
much control of their affairs 
as most of them wanted. 
And though Labour docs not 
expect an overall majority in 
the new parliament it 
believes it will be the biggest 
party. 

But it has been rattled this 
year by the steady rise of the 
nationalists. 

Also, the standing of Don- 
ald Dewar, chief minister for 
Scotland, has declined in 
recent weeks. Many Scots 
were deeply disappointed by 
his decision in January to 
locate the new assembly ou 
a new site iq Edinburgh, 
rather than in the building 
on Callon Hill that has been 
an icon of self-rule for two 
decade-. 

111011 came hints that he 
had blocked a knighthood 
for Sean Connery. Scotland’s 
mast famous actor, allegedly 
because he was an SNP sup- 
porter. That seemed hypo- 
critical to those who recalled 


Mr Dewar rubbing shoulders 
with the former James Bond 
star during the referendum 
campaign when Labour and 
the SNP fought in tandem 
for a Scottish parliament 

The Scots are predomi- 
nantly left of centre and 
many are disillusioned with 

the Labour government for 
continuing so many Conser- 
vative policies, including the 
squeeze on public spending. 
Labour's Scottish conference 
in Perth last weekend con- 
demned the cuts in lone par- 
ent benefits. 

But despite Mr Dewar's prob- 
lems, the SNP may have an 
uphill struggle to cement its 
place in the polls. Its policies 
will now come under more 
scrutiny and its opponents 
may expose the inexperience 
of many of its candidates. 

Last week's poll may be a 
harbinger of further 
advances. However, the SNP 
will remember that a poll in 
January 1992 showed sup- 
port for Independence at 50 
per cent, its highest ever. In 
the national election in April 
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Welsh parliament may 
improve business links 


By JuHette Jowit in Cardiff 
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that year the SNP took only 
22 per cent of the vote. 

But critics of regional 
assemblies have long argued 
that the Scottish parliament 
will provide the platform for 
the SNP to realise its ambi- 
tions. “ft could become inevi- 
table," said a senior Scottish 
businessman. “In live years 
we could be independent." 


Businesses in Wales are to 
be given wide powers to 
Influence legislation and eco- 
nomic strategy under an 
amendment tu the House of 
Commons bill, published 
today, which provides for 
the establishment or u 
regional parliament. 

Wales includes near its 
south coast one of the most 
successful areas of the 
UK in attracting factory 
investment from other coun- 
tries. 

The move further extends 
the statutory right of busi- 
nesses to be consulted on 
matters which have a "sig- 
nificant financial impact” on 
them. 

It follows requests from 
business groups in Wales 
which were concerned that 
the previous clause was Loo 
general, relating only to spe- 
cific regulations and not 


issues such as economic 
development. 

Russell Lawson, of the 
Federation or Small Busi- 
nesses Wales, said he 
wanted to see the private 
sector on an equal footing 
with other groups such as 
the voluntary sector and 
local government. 

Elizabeth Haywood, direc- 
tor of the Confederation of 
British Industry in Wales, 
the employers’ lobby, said 
the clause would formalise 
the existing close links 
between business and gov- 
ernment. 

“At the moment wc have a 
good working relationship 
with the Welsh Office [the 
UK government’s ministry 
for Wales! and other organi- 
sations; what we don't know 
is what will happen 10 to 15 
years down the line. This 
gives us u bit of security in 
the long term." 

The Welsh Office, which 


bas been working to win the 
support of the business com- 
munity. sees private sector 
involvement as a key to the 
success of the regional par- 
liament. 

Peter Ham, a Welsh Office 
minister, said: "Its the stron- 
gest possible signal that we 
are keen to work in close 
{J^ r J ne rship with business in 
Wales in order to drive 
through a dynamic economic 
strategy. 

"The assembly itself win 
stand or fell not just by the 
way that democracy wifi be 
Jf*™*L but also whether 
economic value to 

" 3150 Pressing 
for business representatives 
on regional committees Tr 
the assembly, and FSB 
**!"• to campaign for a sepa- 
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business opportunities 

■ PROreSSONAL ADWCE BEFORE ENTERING INTO GOUMTHBfTS 


ASIA PACIFIC OPPORTUNITY 

>- Food / Beverage > Water 

2^XT^‘^ 0, * BniSaBon h CWna - HK Singapore wiu, 

US offlc ®' facilities to mmlmfee your wposura Into 

“ “P^teni/ifapartsre or If 

*™ 1 the first steps to estabflshlre a P**nce In tMsarea. 

MUST mB ?5 lntemgence te P"wW*I for business development 
° ffk ** Gnd gu,dance 00 ,saues «^»un 
Sbu5; n «^“ Ur i ment ' ‘ m P«V«Pori restrictions. 

**■* partner suitability. market research end 
Prevailing business conditions. 

faorder w provide a dual tty. effective and beneficial service we 
^ nu fnbef Qf Participating comooniea. n you ar* 
""f" “reedlwn sized company wfsfting to develop vote business 
in Asia with minimal COM or risk exposure then we would welcome 
the opportunity to provide further Information. 


Tired of sifting through 
business plans? 


Reduced risk- vat pto&thra 

tCRCORl i&VttftIBCBt ^poRUIticS. 

Time saved - doailed, objective 
reporting allows you to male a 
usual company eppraitaL 

Flexibility & choice -project* in 
all ttoottrie*. loves alone or wilh 
others. Gaia o directorship. 

Experience - we’ve been linking 

investors & eatrepreacon for 20 yra 
Fora free Mai, CM 01885784411 


MILLIONAIRE MINDED? 

Potential six figures 
1st year Income. 

(Not franchising or MLM) 

Cali free & listen. 24hrs. 

0800 018 0031 


bureau**. SSRSSSSST 


lab (883} 208 0048 tenc (8S2) 2S98 0007 


MCKnS 


MEDICAL PUBLISHING OPPORTUNITY 


We are seeking lkeacees to publish an established and successful 
medical publishing product is Europe, either oe an individual or 
multi-country basis. 

This product has been successfully launched in three countries 
including the UK and we now wish to expand into Europe. 

The end product is of the highest quality and produces substantial 
profits. Interested companies should supply details of their 
organisation and experience of publishing medical based 
literature in Europe, particularly France. Germany and Italy. 

All enquiries in ooaffdmce to: 

Mr Andrew Curtis in UK Fax; +44 1276 477413 


FOR SALE 


ELtCTROWiC PUBLISHING 
PRODUCT 


State of the Art CDROM/Wab 
Dntod dtectory tor product 
and technical Itercrture. 
InfflaSy construction Industry 
but easily extended. 

Few enquiries to 


CT223 4i=iS3 


OVERSEAS 
MAJOR MASTER 
LICENSE 

www.B ct tcxwarexo.tik 
Fax: +44-1222-452544 


✓ 


ASPIRING 
MILLIONAIRES 

Call and Listen. 

Not MLM or franchising. 




S 


Call 0181-236 4477 


METALS STOCKIST 


Sakrancfaf manufeubul mg company 

requires Metal Stodds if pradbtc whh 
■mil on wldc dtoihnkw mrV'ii or 


Strictest Cu nf & xt G a 

Box 85768. Rranrixl Haws. 
One Soaihwiifc Bridge, 
LcndooSEi 9RL 


Germany: 1^7 

Future Cowawfeasg GmbH It .ol 
wmu to grow around RinkfunAaty! 
{We eel conxutans for te IT business.) 

TH. Frwakftirt/Germfliiy 
+49-44-954217-43, FAX-63 
E-MribfteuraSaa— Cede 


✓ 


UNIQUE AFTER MARKET automotive 
product manulactursr with Known brand 
names requfras dtaributora and apenta 
lor the U.K. Full training Is given. 
Tdt 08000 747910 

SEED CAPITAL Investors sought for 
Highly qualified dynamic biotech 
Pharmaceuticals & software co’s with 
potential to Jtai within 2-5 yrt. Call 
CeutonaWey 0161 2266791 


PROJECT AtD COMMERCIAL I 
fencing avaSafalo to UK and 
nta rational dents. 

American 

Pic. 


Anglo Am 
Group I 


Tel: 01924 201 385 
Fax: 01984 201 377 


BUSINESSES FOR SALE 



ETBA 

Finance 


ECONOMIC & FINANCIAL SERVICES SJL 

Announcement 

OF A FIRST PUBLIC AUCTION FOR THE HIGHEST BIDDER 
FOR THE SALE OF THE TOTAL ASSETS OF 
NITROGENOUS FERTILISERS INDUSTRY (A-E.B-A.I_) SJL 
NOW UNDER SPECIAL LIQUIDATION 

ETBA FINANCE E co no mic and n eenc M SJk (esurttehed In Athera at 1 Eratostfienous 8t. m its capacity as epeotal 
Iquktator. bt accordance with DecUon 1/15.1 .1996 of the Western Macedonia Gout of Appeal, of the stove company wtich has 
been placed undsr spacU hajidadon as per artoe 46a ol Law 18920990 as comptanransed by artUU 14 of Law 2000n 991, as 
in fora today 

ANNOUNCES 

a hat pu bic au ction lor tto Hghete blddreirito s ea ted . Mndfrg atea for the sate, as a wtwte. of Ihe assets of MTROCBIOUB 
FERTILISERS INDUSTRY (A F R A I ) SJL established In Ihe muniolpalty at Plotemtos In the prefecture of Kazanl and 
i nrttflo d on a pot of land about 1.79^220 irfh area. The btofltogs cover a total area of atacuM 00,000 itf in various parts of the 
refute Booming to production requirements. The facioiy lias stout 4 ton. northeast of Ptoterais and about 28 km. noithwaa of 
Kozurti. A.EJAL produces and sefis simple n rti ogenous fertSsers such as nitric ammonia, calcareous nitric ammonia, 
sufehuric ammonia 21% and compound fertOsais. More In for ma tion on its poducts and the capacdy of each unit am cont a ined 
hi tha OParing Memorandum. 

Them of Sis Announcement 

I. The auction wB be conduced in acoordanoe wMt the provisions of article 48a of Law 18920990 es seff te meraed by ancle 
14 of Law200tY1B91 ascunanfly In bsca; die terms cantoned In the presets announcement axl the Mims contained In the 
Offering Msmorandun. mgardess of whether or not they am repealed In the presort. The sutamissan ol a bmetog offer 
pupBaa aocepunce of Ml these terms. 

2.. Fora War. awaraoBso of the company lor safe. Interested buyers are bread id reoawe. on signature of a confidentially 
agreement, the denied Offering Memorandum and ask for any other s fuma b un . 

3. In older to participate In the auction. Interested parties must stoma a sealed, bmdngoGer to the notary pubic assigned to 
the audfon, Mis. Desptoa Kyratd-Synodnou. at 48, 2^ March Street In Ptotomas, laL 30+463+26726 Irom 9 - 1 StOO hows 
on Monday, 6 s April 1996. The submission of otters should be node In person or by a legaly authonsed representative. 
Otters submitted beyond 9 m time Bmtt wN not be accepted or taken Into considaradon. Offers must not contain terms upon 
which their Undnywas w*1 depend or which create vagueness with regard to the omoux or the method ol payment ofthe 
offered pries or with regard to any other essential pains. The liquidator and the cr editors maintain the right, at their 
kteontrowedfaie dbereffon, to reject offers which contain temis and exceptions, even I (hey are higher than other offers, or 
consider them to be non-contafcied, in which case Ihe offer remakis btndng wfth regard to Ihe rest of as canters. 

4. Offers mud be accompanied, on pendy of cancelation ot the offer, by alerter of guarantee from a bar* legally operating in 
Greece, to the amount of te^ hunched and fifty rttiBon drachmas (GDR 250,000.000) as per spe ci men contakied In the 
Offering Memorandum, valid until Its return m the guarantor bonk and guaranteeing both the substance of the offer 
submitted and any Improvements made u h. 

5. The altera wfl be opened by the notary In her oflee at 14c00 hours on Handhy. 6* April, teismsted parties who have 
submfttad bkxSng criers within tha Bme Anri are endued to attand the opening of the afters. 

6 Offers must specifically state the offered amount, the time and place of payment and in the event of part payment on crecfir. 

whether N> wB bear Merest or not ff» were# rate as waff as the safeguard^ tar final settlement 
7. Essential criteria lor evaluating the offers are: a) the size of the araotml offered, b) the nunber of job positrons to be created, 
cj the guarantees provided for seHemart of the balance on craat an the fuSment of other terms, d) tha reOabtty and 
cradt worthiness of tha tmareated party, e) Ihe business ptan and In particular Ihe hargM of proposed mresanenia and f) the 
commitment to keeping the businaas nrotog and for how long. 

B. For at the above points es wef as lor the l emawlng terms to be agreed upon (Job positions, height of Investments, etc.) me 
buyer must accept penalty clauses, adffttorudy covered by property or other securities, which wflf guararue compkance 
with the terms agreed rexsn. 

9. The elements which make up the company's assets shai be sold 'as is and where tf and. more ^Md&caOy. in lhe« actual 
and legrt condition and ai the place where they are ettuated on the day of signaeae of the sale contract. The fiqwdator and 
the cmrttois are not rosponeiUe for legal or acteal detects or defiettmies of any Mnd of the esses for sale, nor kx any 
tocompials or inaccurate description ot them bi the OSering Memorandum. Interacted parties, shnM, with then own means, 
at their own responsUfty and dBgence and at their own e^ense, took Into and form their own assessment of the obfecs tar 
sate. The sUbmbalon erf an ofter Implies that the interested patty la fcjly aware of the legal and ac&ral state of the obi*** tor 
sate 

10. In ihe swam that part payment to on crartL toe present value wB be taken Into accoux m evahmBng the offer, which w*t be 
catcutated on the baste of the Merest rum In toroe at the Bme of submission of Ihe offer, on Greek Government bends ol one 
year^ duration. 

11. In toe event that too person to whom the assets of the company under Iqukteiian are adjudfoared late In hks afafiga&on to 
mpear at the time ond place spedfted ki the IquWatortt hv«Htlon, In order to sign the relative eorerad in accordance wfih 
the terms ol the present Announcement and of Ns offer, as Gneffy composed, then tha guarantee, as above, a rerteued In 
favour ol the aqutetotra and the creefus to order b cover aO expenses of any kind, time spent and reel ot Hypothetical losses 
sMtefnod, with no o Mga tlon to provide proof ol eueh, and consider the amotrt as a penalty douse and colled t bom the 
{paneitor bank. 

12. The tarktefta' bears no resporelbBty towards pertiopants In the euctwn, both with regard to the report assessing the dfere 
or to Itiz proposal of the Ngheet bidder. Alao. he is not table end has no obigation to the participants In ihe aucaon in the 
event tea the auction to canceied or declared red and void « to result is deemed imeaMteaoiy. 

13. Those parties takmg pari te the suction and submi t ting offers do not acquire any right. Claim or demand horn the present 
Announcement and from their participation te toe auction, against the tquidator or the oedtora for ary cau» or reason. 

14 Aecordbto to proa. 13 ol article 46a of Low 18920990 the sale contract and the necessary transfers accruing Irom rt and any 
' other relative eenaaction are exempted from taxes, dues or state or thud parry rights or stamp d&es. wMe ihe nghe and 

fees rt notaries, tawyere, eupenArora arte morKPgore are resebaed to 30%. Any expenses Incurred m the sate d tne assets 

(VAT the fees d towyera, notarise and mortgagors. Juddary supervisors, etc.) rijtets an other expenses are to be borne by 
the buyer. The present war drafted in Greek and translated into En^tsh. However, in the event of dflerenoes occurring in 
uerwbulon. the Greek text wE preval. 

in older to cbtt*i the Offering Memorandum end lor any addtlonal mfomwtlon, please apply to toe offices d the Iqudator 
1 Emuethenoue A Vasa. Corwterateou Sra Athens. Tel. (301) 7280210, 7260238. 7260506 and Fax (301 j 7260664 
■to tti tte Oteipany^ taaoiy to PtdenmB Tte (30463J Z2241 . Fa* (304631 Z8622. 


PKT' 


For Sale 


CCTV Security Company 

Ois cHem is an cstabHrird company specialising in the design, 
m&nnfocnuE, inslalteion, service and mamlenanceof scctmty 
systems, principally CCTV, The basmess has the fbOowmg 
key features: 

• Turnover c. £45 million 

• FBT c. £400k 

• Excellent reputation 

• Nationwide "blue chip" customer base 

Imeffisted paries (priaeipBls only) pkasc write to 
Stan JPitey 

Pannell Kar Fbrster Cofporaic Bnancc 
New Garden House 

78 Hatton Garden 

London EC1N8JA 

Far. 9171 7*2*390 


swrwxyDojiet/bsr 


BUSINESS 

SALE REPORT 

Ihe No. 1 independent Dsdng Of 
’ merfiflri to iaree companies for sate 
in The UK (T/0 £lm+). Now tadndes 
Eoropeen companies for safe + afi 
( UK recefwfshps. ftr.sto) f 1 

0181-875 021 


FOR SALE 

Highway Lighting Contractor 
Axxnbly and aane hire fantiaeL 
Modem freehold faeloij premies sod 
balTacR ««. ProfaiNe. EunbHshed 
JO jrare Operate (nmripiUy ttwujjwui 
Southern Engteto Bnwd cusamsr spresi 

Oeircri reririnp- 

Fax No: 01905 613523 


B\NNELL 


Long Established 
Lift Manufacturing and 
Servicing Company 
FOR SALE 

Ownos iweniE- Tunmwr £ I WUUUU 
PI Profii £l.S0Uiii«l. Pncc f40ujwaffi. 

Madpetewriy. 

Write Im BosBFS*. Finmdal Tram. 
Our Seadnrerk Bridge. Lmta SE1 WL 


INTRODUCTION AGENCY 

Old cstabfisbed, ipHnrkct sector 

• Substantial Natioaal and 
htenufinul (Cg t 

• HHi —nil ntlnrripflM 

• Easil y r elocated 

•T/O£250k+ 

■ Profitable 

Flex* WT*y « 

Jidc Sccxafiw* Uatoed 
AocHouxe, 

11-15 Wllliiin Road.' 
LondenNWI 3ER 
TU:017! JS82W6 
Far; 0171 380 4900 


SPECIALIST 
ENGMEERffifi COMPANY 

Dub to reorganisation, tha directors of 
an established engineering company, 
with over 20 years of experience in the 
field ol storage and handling of dried 
products, particularly lime based 
products, are seeking a merger or 
outright sale of this company which is 
based in the south east of England. 

Please reply to: 

Bax R5771, RtteueW Ttaas, 

Oub Sonttaarit Bridge, 

Loudon SET 9HL > 


MANNED GUARDING 
SECURITY COMPANY 

London Area, 

Blue Chip client base. 
T/O £2.2 million. 
Profitable. 

Write to: Box B5751, 
Financial Times, 

One Somtnmk Bridge, 
London SE19HL 


FOR SALE 

Licensed UK business 
travel agency seeks 
corporate purchaser 
with u 


to £50 Ok funding. 
No travel xgeno/inlcnDcifiarics. 
Rep* •« 6ax 8571 A. 
Financial Tta». 
OwSouflTtrert Bridte. 
London SE1 VHL 


BUSINESSES FOR SALE 


U8 EQUITY FINANCE. Applications 
Invited tail 00 9 requiring to raise 
1/tOrraS via ■ pubic offering. Musi be 
established <rt Iquld to 100AX) USD 
IM. 441619295665 Fax. 441619295686 



ON m BtSTlOCIlONSOF 


FORTE 


THE 

r AVENDISH 

IERMYN STREET - ST JAMES'S - LONDON SW1 

• PRESTIGIOUS LONDON WEST END LOCATION 
ADJACENT TO FOKTNUM A MASON 

- 4 STAR DELUXE HOTEL WITH TWO AA ROSETTES 
AND AN RAC MERIT AWARD FOR HOSPITALITY 
AND SERVICE 

- 251 EN SUTTE LETTING BEDROOMS 

■ y ’ ■" 

• 2 RESTAURANTS, 2 BARS. 4 MEETING/ 
FUNCTION ROOMS 

• SECURE CAR PARKING FOR 46 VEHICLES 

- FURTHER DEVELOPMENT POTENTIAL 

PRICE: OFFERS INVITED - 
LONG LEASEHOLD 


Sflinl-GEORGES 

LANGHAM PLACE ■ RECENT STREET ■ LONDON Wl 
• Excellent central locatipa on Jiegent Street 


Jbustm®*itg areas 


s '- : ..-J 


*4Ster jffotel with town housdetub potential 


86 en state < 


*B&g^Bar, Lounge and Restmmm 

• 2 private meeting rooms for 10 and 30 

PRICE: Offers Invited - 
Long Leasehold 


For both hotels please contact Jeremy Hitt or Colin Hall at 
Christie A Co's London office on 0J71 227 0700. 


CHRISTIE & C2 


I INTERNATIONAL 


CIIRISTIF, &.CS2 


Surveyors, Valuers & Agents 


Crj wlark h 


The Invekvky Hotel, Tyndsdm 

•Hbi rime tnraflabte fat 16 yeuts. 

AB2/AB5 jraicDon. 

• Open ail year; thr i vin g i wivii, 

nlw mri— tti wg ywarnn year. 

•21 leurngbedrootiadSaatoie), 
lounge bar aad icamum. 

•Total teles to year cod £560.000, 

paraxial fix expanstou. 

in 

Glasgow Office Ref 63/DT4 5001 

0141204 3000 


North Walls 


Dual Rianm Home pok 49 

• Unrivalled 

m Good occitpMiQr kvds. 

• Poccsti&l to expsod fnitfyr 

• 3 b e duxuu owser't hone. 
MJMbbu 
UancheueT Office Kef 561FT786I 3 

01618333311 


Norfolk 


Home for fecrub under 6 

WITH MBfUL PROBLEMS 

Comma nmn pw 15 

- Fee raw Bpprmimwcly £227 pei 
resident per week. T/O year end 
October 1996 £217,073. 

• RecotutitDSed net profit £64j00(L 

£325jBIC ibiebqu) 

Ipswich Office Ref 14/FT74552 

01473256588 


Ph MiiROKI-SHIRh 


RamnuLHOMS 
SEGBUSED POR 12 
■ Georgian style propraty. 

• Owner's 3 nxxned Qbl Groands of 
dree 25 acres witoonbufldiiigs. 

• T/O 304.96 £142J43. Accounts 
avaflaUe. 

•Opdon m |*nrfu m k B oMm 
4 iwnucd dettefaed collide, 
O9MNMBB0LD 
Bristol Office Rif34FT1403 

01179744566 


Offices at: London • Birmingham • Bristol • Edinburgh 
Exeter • Glasgow • Ipswich • Leeds ■ Manchester 
Milton Keynes • Newcastle • Nottingham ■ Winchester 


CHR 1 STIK <Kl CU 


Surveyors, Valuers & Agents 


Not ti\<,ii \mshirk 


On ihe Instrucikms of Edward Kkmpka and David Stoka of 


Coopers 
&Lybrand 

Joint Administrative Receivers 

Lang wrra Ix»ge Cake Centre, NetbekLangwith 

Registered for 66 (Nussing, RKsn»fmL & HStI) 

• Substantial property with recent extensions. 

» Extensive groands and lake area. 

» Flee income for 9 months to November 1997 £524.000. 

£950,000 FREEHOLD 
Contact Paul Steward 

Ref S7/FT70242JR 

0115 948 3100 


ENGINEERING 

BUSINESS 

For SaleaaHto 

■ Leading Precision Tookoaker 

■ T/O £JL8m 

■ tocatlon: SouttvEust 

Boa 357 65. Rnonaai Times. 

One Souttiwak Bncfee. 

London SE1 9M. 


BUSINESS FOR SALE 
Ttafeer & Biddeis Hereharts 

Esbfaffriiedbuateamwivia 

turnover of £2 inlion pta pa. 
se London freehold premteet). 
Pnndpats only apply ter Halls 
on a confidBi UB l basis la; 
LewteSlidn. 

Windsor House, 5b Victoria Street, 
London SW1H ONW. RsfcAHS 
fteto 0171-227 1922 


Offices at: London ■ Birmingham • Bristol - Edinburgh 
Exetsr - Glasgow - Ipswich • Leeds - Manchester 
Milton Keynes • Newcastle • Nottingham Winchester 


WILLIAM HILLARY 


FOR SALE 

SQUASH & HEALTH CLUB 

HAMPSHIRE 

• Freehold with extensive fadfities 
•Operating Profit cil 00,000 • Guide Price £ 475,000 

Sale brochure from: 

WILLIAM HILLARY LEISURE & HOTELS 

47 HIGH STREET, SALISBURY SPl 2QF 
TEL: 01722 327101 FAX: 01722 411803 


LEISURE & HOTELS 


BUSINESSES 
FOR SALE 


Appears in the 
Financial Times every 
Tuesday, Friday 
and Saturday. 

For further Information, 
or to advertise in this 
section , 
please contact 

Marlon Wedderbum 
+44 0171 873 4874 


BUSINESS FOR SALE 

THE DIRECTORS OF A LONG-ESTABLISHED 
DISTRIBUTOR OF ADHESIVE TAPES AND LABELS 

OFFER FOR SALE 

THE GOODWILL, CUSTOMER BASE AND STOCK. 
TURNOVER CIRCA. eM IN UK AND IRELAND. 

Write lac BoxB5770, Financial Hines, 

One S outh w ar k Bridge, London SEl 9HL 


CORPORATE HOSPITALITY 
BUSINESS FOR SALE £S0,000 

A Lino chip client Lv.^c oirerinp; corihkierablr 
repeat business at pre.-tipc events vrauid make 
this a very aLLraclive addition to an exist I net 
busi:K:S> seeking to increase ve' 'C'!' u i.' r-r 
expand its nold o- acti\ ii\T 

to £o\ 135751, I injnci.il Tillies. 

One Soulhiv.irk HriJ-’e. London SL1 SH( 


PM GROUP OF 
COMPANIES LIMITED 

In Administrative Receivership 

Middleton, Manchester, England 
Rochdale, Manchester, England 
Larbert, Scotland 

The Joint Administrative Receivers, J J Gleave and 

S V Freckle y, offer for sale as a going concern the 

business and assets of two divisions of the above Group. 

• Two divisions, PMSS and PMTS 

• PMSS is a provider of high technology support 
services to mqjor manufacturers in the computer and 
cellular industries 

• Annual turnover at PMSS is approximately £6 million 
per annum with potential for substantial growth 

• Major customers include IBM, Compaq, Motorola 
and Orange 

• Operating from two adjacent freehold premises in 
Middleton, Manchester. Total area 25,000 square ft 

• Additional leasehold site in Rochdale totalling 
13,000 square ft 

• The site at Larbert is situated in close p roxi m ity to 
major customers manufacturing units. Leasehold 
totalling a pprox i mately 53,400 square ft 

e PMTS repairs PCs and notebooks and provides a 'one- 
stop' shop service for major IT m a in te n ance contractors 

• Annual turnover at PMTS is appro xi mately £700,000 
per annum. Currently operating from PMSS’s 
freehold premises in Middleton 

• Dedicated and skilled workforce totalling 200 

For further information please contact James Gleave or 

Simon Wilson at Buchler Phillips, 18 Oxford Court, 

Biflhopsgaie, Manchester M2 3WQ. 

Telephone: 0161 228 6622. Fax: 0161 228 1199 


■ 


Buchler Phillips 

RECOVERY AND RECONSTRUCTION 




ROBERT BARRY 


& to 


HOTEL LEISURE &r LICENSED PROPERTY SPECIALISTS 

Bower Honse Inn, Eskdale, Cumbria 

Over 20% return under management 
Successful 2-star country hotel ft busy mn combining 
peaceful garden setting in pretty valley with ability to draw 
lucrative trade from nearby indosby. 24 cnA bedrooms, 
dwacterfhl public rooms, extensive management/staff 
accommodation. £21 8,076 (YJE 30.4.97). 

£975J09 freehold complete 

| TELi 01423 566362 e-mail: h@robertbany.co.uk 




CHARLES WHITE 
(OFFICE SUPPLIES) LOOTED 

TheMat AdmUutxatoo, D. HU xt Esq.. MJJJL, ILSJi, and 
APender Esq^ RCA, BL&PJL, of Gasan Beckman ft Putnexs 

““thebdsihessaiid^ assets op this 

ESTABLISHED C OMR&fl Y, T RADING I K OFFICE SXAHOHEHT 
AHD COKTRACT OFFICE PUHNITCSE 
■The priodpk features tudude 

* Extmrfve dkiil base * Experienced workforce • Tumowr tfna £2J*n 

* Modem premises in UndonBH * EstebUabed 1950 
Ftr further Information please contact: - 


KkfsnDqr 

Careen Batonso 6 Ifeitaas 
UBbeeq House 
155 Gtww Street 
UndonVClESJ 
Tet 0171 7280000 
ft* 0171 7280001 


PaerEtefitt 

TWBp OMca ft Son 

VabnaftA m naucBs 

10 Cluhum e Ttert 
U»douEClA4BI 
Tet 0171 336 6969 
FteDJTI 338 6968 


BUSINESS FOR SALE 

For rek bjSmU Ttetocr the I 


«BddtMraretortoLsgMCmn rutB t l,dMt i.Tyauwn,sairti) 

Pfioapri teresra Include: 


Senate IWewer epm. t9m 
C«*rt, Ifebric md ffWhMiguiu 
Coa Vatoe xpprot £*JSi« 

VtmriMtrBodrtanUnuDtlu 

ftmmimdtol Om-.Shre™ A Wtetoteure - Uede.N4.te 


For Itirtker SateRi pltrec eoetaa h wrtiteg boIj: 

Laechy ft Paraien, Lre^y Hbok, Iterk Roto, 
Loedoa NZSEX. he Sin 444 


van mw, *m. win i since septemDer 1994. 
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PROFILE EUGENE LUDWIG, 

US COMPTROLLER OF THE CURRENCY 


Lawyer who 
looked after 
the bankers 

Mark Suzman talks to the man widely 
credited with helping to transform the 
once ailing US banking system 


MANAGEMENT & TECHNOLOGY 

; . v I INFORMATION TECHNOLOGY FINGERPRII^. — - - — 

^“ filSI Help at hand " 

for passwords 


'Financial regulators 
3 rarely get credit for 
*" successful economies 
but they are soon blamed 

when good times sour. 

Eugene Ludwig, US comp- 
troller of the currency. Is 
one of the exceptions. His 
decision to step down at the 
end of his term next month 
has been greeted with dis- 
may. He has served as the 
chief regulator for national 
banks far five years, and is 
widely credited with helping 
transform the once ailing US 
banking system. 

When the career lawyer 
was first tapped for the 
office by feDow Oxford and 
Yale Law school graduate 
President Bill Clinton, the 
initial reaction of the bank- 
ing community was suspi- 
cious and hostile. 

The credit crunch arising 
from the last recession had 
bitten deeply, and the bank- 
ing system was suffering 
from a crisis of confidence. 

Meanwhile, the chief prior- 
ity of the new comptroller 
seemed to be ensuring that 
legislation designed to pre- 
vent discrimination in lend- 
ing was being properly 
enforced. 

Tm a bit of a do-gooder at 
heart,'* he admits with a wry 
smile. 

But while that goal has 
remained at the forefront of 
Mr Ludwig’s agenda, he soon 
disabused the Industry of 
any notion that he might not 
also take the financial side 
of his post seriously. Within 
months of his arrival he set 
In motion a radical overhaul, 
seeking to streamline and 
modernise regulations, 
improve competitiveness 
and efficiency and, above all, 
ensure the safety andsound- 
ness of the bankingsystem. 

For the latter task, Mr 


Ludwig introduced new 
econometric models and 
computer-based checks to 
the examiners’ repertoire, 
allowing the Office of the 
Comptroller of the Currency 
to amass detailed risk pro- 
files for different kinds of 
Institutions. 

He also implemented a 
new policy of “risk-based 
supervision' 1 - concentrating 
attention on areas most 
likely to be vulnerable, such 
as derivatives. 

That allowed more effi- 
cient use of OCC resources 
while placing a lighter 
administrative burden on 
banks. “We have been very 
active in terms of getting 

‘You cannot have 
a safe and sound 
banking system 
unless It is able to 
evolve over time' 

supervision on the map in 
the G7 and other global 
forums, and as the Asia cri- 
sis shows the problems we 
face are now much more 
international in scope,” Mr 
Ludwig says. “We really are 
at the be ginning of a much 
closer linked supervisory 
structure worldwide.” 

At the same time, Mr Lud- 
wig has hugely rewritten the 
OCC's manual, jettisoning 
many outdated rules. He has 
also fought to reshape the 
broader regulatory frame- 
work and the legislative 
environment within which 
hanks operate. 

Far decades the industry 
has chafed against the 
restrictions in the 1934 
Glass-Steagall Act which for- 
mally separates banking 



Eugene Lugwig: Tm a bit of a do-gooder at heart 1 Picture: AP 


from the insurance and secu- 
rities industries. But Mr 
Ludwig believes banks have 
been unnecessarily and inap- 
propriately constrained. 

“1 am convinced that you 
cannot have a safe and 
sound banking system 
unless it is able to evolve 
over time,” he says. 

TO ensure that banks not 
only survive but thrive, Mr 
Ludwig made a series of 
executive rulings that 
steadily broadened their 

ability to offer non-tradi- 
tional services. Most have 
been challenged in the 
courts, but the OCX? has won 
nearly every case. 

And although others attri- 
bute the legal success in 
large part to Mr Ludwig’s 
tenacity, he himself pays 
tribute to the solid legisla- 
tive framework provided by 
the country's venerable 
national banking charter - 
established under President 
Abraham Lincoln. 

The indefatigable comp- 
troller’s latest move came 
only last December, when he 
gave permission for a bank 
to underwrite municipal 
bonds using a system of 
operating subsidiaries that 
he helped devise. 

But Mr Ludwig has not 
lost sight of his core goals. 
Only last month he repri- 
manded many banks for let- 
ting their l ending s tandar ds 
slip last year. And his con- 


stant drive to reduce dis- 
crimination in lending has 
also borne fruit. Lending to 
inner cities has increased 
sharply, while the OCC has 
successfully referred a num- 
ber of anti-discrimination 
cases to the Justice depart- 
ment for prosecution. 

Mr Ludwig's crusade to 
expand b ank flexibility has 
often aroused opposition 
from other regulators who 
feel Mr Ludwig has 
encroached on their terri- 
tory. Many Congressional 
critics also charge he 
improperly politicised the 


OCC by speaking out against 
compromises with insurance 
and securities industries. 

But Mr Ludwig remains 
unapologetic, predicting that 
the formal demise of the old 
legal restrictions on banks is 
not only inevitable, but 
imminent. And although be 
does not yet know wbat his 
future will be, he has only 
one lingering regret about 
the recent past. ”1 wish the 
job Inf modernising the 
banking system] was all 
done,” he says wistfully. 
"But 1 think we've made a 
strong downpayment.” 


ESSENTIAL GUIDE TO EUGENE LUDWIG 


Eugene Ludwig, Si , has been 
US Comptroller of the Currency 
since April 1993. 

He grew up in York, 
Pennsylvania, and received a 
BA from Haverford College In 
the same state in 1968. He later 
attended Oxford University, 
where ha studied Politics, 
Philosophy and Economics, and 
received an LLB from Vale Law 
School in 1973. 

Prior to joining the Office of 
the Comptroller, Mr Ludwig 
practised law at the Washington 
firm of Covington and Burling, 
where he was made a partner in 
1981. 

He Is a specialist in 
intellectual property law, 
banking and international trade. 

Mr Ludwig is also a frequent 


contributor to scholarly 
journals on banking and 
finance and has been a 
guest lecturer at Yale. 

Harvard and Georgetown 
Universities. 

As Comptroller, Mr Ludwig is 
a/so a director of the Federal 
Deposit Insurance Corporation, 
which insures US banks, and 
servos as chairmen of both the 
Federal Financial Institutions 
Examination Council and the 
Consumer Electronic Payments 
Task Force. 

HIs office supervises nearfy 
2,800 commercial banks and 66 
branches of foreign banks 
operating In the US, accounting 
lor over half the total assets in 
the US c o mmer c ial banking 
system. 


Geof Wheelwright on new technology to 
make PC access easier and more secure 



Have you ever spent 
hours scratching 
your head as you 
furiously tried to remember 
your grandmother's maiden 
name, or some other arcane 
bit of information you 
decided would make a great 
password for your computer 
access? 

You may have experienced 
the same problem with the 
PC banking system on your 
home computer, or any one 

of hundreds of internet web 
sites that ask you to remem- 
ber a name and password 
before you can access them. 

It appears, however, that a 
sotution is at hand, literally. 
Fingerprint identification 
systems are becoming cheap 
enough for well-heeled con- 
sumers to use to protect 
access to their home comput- 
ers or online bank accounts. 

Consider, for example, the 
Secure Start /IS A kit an- 
nounced last month by Calif- 
ornia-based I/O Software to 
provide fingerprint- based 
security for any 386, 486, or 
Pentium class computer run- 
ning Dos, Windows 95. Win- 
dows NT or Unix. Once the 
kit is installed, anyone who 
wants to use your computer 
must have his or her finger 
scanned each time the com- 
puter is turned on or 
rebooted. 

If the user's finger does 
not match, the operating sys- 
tem will not load, thus pre- 


venting access to any infor- 
mation on the hard drive or 
floppy drive. Up to 64 differ- 
ent fingerprints can oe 
enrolled at any tune, how- 
ever, meaning that you 
could allow a several other 
people to have access to the 
computer. 

The system sells for 
(£3951 complete with finger- 
print scanner and software, 
making it far more afford- 
able than the thousands of 
dollars you would pay for a 
commercial fingerprint scan- 
ning system. 

The package includes a 
fi ng erprint scanner made by 
Sony, although I/O Software 
says it soon hopes to be 
able to offer support for 
other, perhaps less expen- 
sive, fingerprint scanners 
that could bring the price 
down. 

In addition, because the 
system works in conjunction 
with an add-on expansion 
card that you install inside 
the computer, it is com- 
pletely independent of the 
operating system software. 
The card stops the computer 
loading the operating system 
until it has successfully 
checked for the appropriate 
fingerprint 

Another Californian com- 
pany. Who? Vision Systems, 
announced in January a 
technology it calls Tactile- 
Sense. It claims che technol- 
ogy will be able to do the 


same kmd of IWM 

Software’s product but at a 
much lower cost 

It suggests that 
Sense will allow mainstream 
computer users to ^access 
their desktops and the 
net securely with the touch 

of a finger. . 

The TactileSense system is 
composed of a electrtHiptical 
noivmer film sensor (which 
Wttrt Vision says is roughly 
the size of a postage stamp; 
and integrated print match- 
ing software teat id entifies 
the user’s fingerprint data. 
This custom-designed sensor 
transforms a finger’s electnc 
field into a high-resolution 
optical image, then digitises 
the optical image of the fin- 
gerprint. . 

This digital representation 
is passed to the PC to which 
the sensor is attached, where 
application software (stored 
on the PC) processes, stores 
and matches the print 

Who? Vision Systems 
expects that fingerprint iden- 
tification could be added to 
computers for $35 or less. It 
says its approach requires 
fewer and less expensive 
parts than rival technolo- 
gies. which substantially 
reduces manufacturing 
costs. 

The company suggests 
that TactileSense will enable 
peripheral and systems man- 
ufacturers to embed reliable 
fingerprint security sensors 
into everyday devices, such 
as monitors, keyboards and 
mice, and says future ver- 
sions of TactileSense will be 
available for use in notebook 
computers. 

Products based on the Tac- 
tileSense system are expec- 
ted to go on sale later this 
year. 



Making its made Fingerprint id en t ifi cat io n may soon be within reach Of home PC users Picture Corbiss 
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TECHNOLOGY MACHINES AND MEDICINE 

Finding the fresh 
frontiers for healing 


Vanessa Houlder looks at Implants and 
other ways of stimulating bodily self-repair 


and 

Company, Media Park, 
receives syndicated loan 
of $70 million 

The high-tech audiovisual service and broadcast company. 
Media Park, based in Barcelona, Spain, will benefit from nearly 
$70 million of conceded credit in order to continue with its 
investment plans across the television, film and multimedia 
sectors. 

The financial operation is led by the Official Institute of 
Credit in Spain and includes the participation of the largest 
savings bank in Europe, The Caixa de Pensions, together with 
the Banco Atlantico, the Dresdner Bank, the Caixa de Catalunya, 
Banca Catalana, Banca Monte de Paschi di Siena, the Caja de 
Madrid, Sindibank, Banco de Comercio and the Banco de 
Sabadell. 

Media Park, whose shareholders include Philips, Iberdrola, 
Antena 3 Television and the Catalan Corporation of Radio and 
Television, began trading in February 1996 and has an entirely 
digital services operation, broadcasts ten thematic television 
channels and acts as host to other TV production companies such 
as Gestmusic - part of Dutch giant Endemol - and TeJeCinco. 
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'New alert over 
breast implants.” 
“Helpline flooded 
after warning on artificial 
hips.” Headlines like these 
serve as a vivid reminder of 
the shortcomings of the cur- 
rent generation of medical 
implants. Implants have 
improved the lives of mil- 
lions of people, but they may 
have left a significant minor- 
ity with more pain and disa- 
bility than before. 

But the frustration with 
existing technology is tem- 
pered by the promise of an 
extraordinary new genera- 
tion of tools for repairing the 
body. Researchers are work- 
ing on electrical implants 
that restore movement to 
paralysed limbs. Pioneers of 
tissue engineering are mak- 
ing spare parts from living 
cells to replace parts of the 
human body. 

It is not far-fetched to 
envisage growing replace- 
ment heart valves, bones 
and simple organs, accord- 
ing to John Robinson, chair- 
man of Smith & Nephew, the 
UK medical devices com- 
pany. "We are at the start of 
a whole new phase of medi- 
cal technology.” he says. 

The approach to joint 
implants is due to be 
rethought, he says. Hips are 
replaced using techniques 
based on mec hani cal engi- 
neering. He envisages 3 time 
- perhaps in 20 or 30 years - 
when doctors will repair 
faulty hips with biological 
techniques rather than 
replace them. 

Larry Hench, a professor 
of ceramic materials at Impe- 
rial College in London goes 
even further. A growing 
understanding of the body's 
own repair processes will 
lead to the development of 
drugs - possibly food addi- 
tives - that will stop the 
thinning of the banes that is 
the cause of many hip and 
knee fractures. The future 
could lie in prevention, 
rather than cure, he says. 

But in the meantime, the 
emphasis is on improving 
traditional solutions to joint 
replacements. The rewards 
for those who achieve signif- 
icant advances could be 
high. Frost & Sullivan, a 


market research company, 
estimates that the US mar- 
ket for joint replacements 
could reach $2bn by 2002. 

The recent concern about 
the unacceptably high fail- 
ure rate of a particular type 
of hip joint, made by 3M, 
underlines a much wider 
problem. As many as a third 
of hip replacement 
operations are revisions. 
New joints may fail within 
as little as five years, usu- 
ally because the bone 
shrinks from the implant, 
which then works loose. 

Biomaterials researchers 
are grappling with two main, 
problems. If they use materi- 
als that are too stiff, the sur- 
rounding bone will teud to 
break down because it will 
be shielded from stress. 
There will also be problems 
if the implant does not bond 
well with the bone - a realis- 
ation that has shifted the 
attention of researchers from 
inert materials to so-called 
“bioactive” materials that 
interact with bone. 

A new generation of biom- 
aterials is being developed in 


bonds to bone which was 
invented in 1967 by Prof 
Hencb. Bioglass, which is 
produced by USBiomaterials 
of Florida, is used to repair 
inner-ear bones and fill bony 
voids resulting from ortho- 
paedic surgery. 

Research into Bioglass is 
now moving into a new 
phase, following the discov- 
ery that It can stimulate the 
body’s own ability to regen- 
erate bone and tissue. This 
property is already being put 
to use in repairing bone and 
tissue damaged by peridon- 
tal disease. 

Another approach to stim- 
ulating the body’s own abil- 
ity to regenerate bone cen- 
tres on the genetically 
engineered proteins, known 
as bone growth factors. One 
of the most promising of 
these is osteogenic protein-i, 
which was originally discov- 
ered in the mid-1980s. 

Stryker Biotech, a Massa- 
chusetts-based company that 
has developed a product 
based on OP-1, has had 
encouraging early results 
from a clinical trial focusing 
on healing problematic bone 
injuries in the leg. Other 
possible applications of the 


‘You need a realistic view of 
when the technology can be 
delivered into medical practice. 
It will take many years’ 


an attempt to tackle these 
Issues. One frontrunner is a 
composite of hydroxyapatite 
- the min eral in bone - and 
a hard plastic known as 
polyethylene, which has 
been developed by the Inter- 
disciplinary Research Centre 
in Biomedical Materials at 
Queen Mary and Westfield 
College in London. 

Clinical trials arc under 
way to determine whether Jt 
can restore hearing when it 
is used in middle car 
Implants. Although Its lim- 
ited strength currently 
restricts it to uses within the 
skulL it Is realistic to imag- 
ine that it could be strength- 
ened sufficiently to use it in 
a hip over the next 10 years, 
according to Dr Elizabeth 
Tanner of the IRC. 

Another promising mate- 
rial is Bioglass. a glass that 


protein include coating the 
surface of artificial hips and 
knees to speed up their 
incorporation into the 
patient’s bone. 

This sort of development 
could be hugely significant, 
according to Wade King, a 
research analyst at Bank- 
A merica Robertson Step- 
hens. "With the discovert- of 
bone growth factors, ortho- 
paedics has been Introduced 
to the biotechnology revolu- 
tion.” be says. 

The practical efficacy of 
tissue engineering is already 
proven in the case of skin 
and cartilage, a partnership 
between Smith & Nephew 
and Advanced Tissue Sci- 
ences of California is selling 
skin grown from babies’ 
foreskins as a treatment for 
diabetics* foot ulcers. 

Encouraging results have 


also been achieved with car- 
tilage. Genzyme,- the US bio- 
technology company, is mar- 
keting a treatment that 
involves collecting cartilage 
cells from patients with knee 
injuries, culturing them and 
retmplantmg them in very 
large numbers. ATS and 
Smith & Nephew are about 
to embark on clinical trials 
of a replacement for carti- 
. lage using cultured cells 
taken from cadavers. 

Are skin and cartilage just 
the forerunners of much 
more complicated organs 
that can be grown in labora- 
tories? Much or the technol- 
ogy - with the exception of 
nerve tissue - is already in 
place that would permit 
attempts to grow organs and 
even simple limbs. The basic 
approach would involve 
making a scaffold for the 
new organ out of a special 
biodegradable plastic. This 
would then be seeded with 
living cells, which pervade 
and eventually replace the 
plastic structure. 

For the present, the brain 
is considered to be beyond 
the scope of tissue engineer- 
ing. Yet the intriguing possi- 
bility of implants that would 
enhance mental faculties has 
been opened up by recent 
research that created an 
interface between silicon 
chips and brain cells. 

Last October. Caltech 
announced that they had 
invented a "neurochip" that 
connects a network of living 
brain cells to electrodes on a 
silicon chip. This achieve- 
ment prompted speculation 
that similar devices could be 
used to wire small cameras 
directly to brain cells, help- 
ing blind people see. 

Another development that 
could foster implantable 
devices such as the “silicon 
is the develop^ 
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AGE 0F Sp ANISH PAINTING 


The agonies and 
the ecstasies 


Susan Moore 

reviews the first 
Spanish Old Master 
exhibition in Italy 

Until fairly recently, even 
the most cultivated among 
the gallery-going public 
could probably name only a 
han d f ul of Spanish painters 
- an illustrious roll-call of El 
Greco. Zurbar&n. VeMzqoez, 
Murillo and Goya. The rest 
of Spain's Old Masters 
seemed to have stayed at 
home like well kept nwHnwai 
secrets, lying in wait to 
astound any foreigner who 
cared to seek the^n out. All 
that has now changed 
through a sequence of loan 
exhibitions. The latest, 
devoted to the “golden age" 
of Spanish painting at the 
Pinacoteca Nazionale in 
Bologna is, remarkably, the 
first of its kind in Italy. 

Drawn exclusively from 
French and Spanish provin- 
cial and metropolitan collec- 
tions, the show offers the 
broadest - and bumpiest - 
of overviews. This golden 
age of El Greco and Velaz- 
quez is represented by work 
of great distinction, some 
real mediocrities and just 
plain oddities. 

That said, any exhibition 
which opens with El Greco’s 
“St Peter and St Paul" from 
Barcelona, a powerful exam- 
ple of the artist’s visionary 
manner, and closes with a 
masterly portrait of the 
Dwarf, known as “el IngiGs", 
accompanied by a hunting 
dog seemingly the size of a 
horse, is not to be over- ' 
looked. Most Velazquez buffs 
believe this work to be only 
of the circle of Veldzquez, 
and some say it is unfinished 
and not even a representa- 
tion of Don Antonio *el 
Ingles'. It is a tour-de-force, 
nonetheless. The freedom of 
touch and the apparently 
unmeditated realism of th» 


portrait are breathtaking. 
This canvas does not merely 
look forward to Delacroix 
and Manet, tt spwn« to pre- 
figure the effects achieved 
by Vetezquez’s greatest mod- 
em admirer. Francis Bacon. 

Unsurprisingly, religious 
pictures predominate, alter- 
nating between the ecgty ffies 
of the Madonna and the spir- 
itual and physical torments 
of the saints, the evanescent 
gentleness of Murillo's “St. 
Gerome at Prayer in the Wil- 
derness" and the stark bru- 
tality of Juan de Roelas’s 
depiction of Christ's fate on 
the road to Calvary. 

Portraits are well repre- 

Spatn’s Old 
Masters have 
stayed at home 
like well kept 
national secrets 


sented, not least by the stri- 
king painting of the court 
architect, Jos6 Rates, by by 
the Vetezquez’s former part 
Moorish slave. Juan de 
Parqja (himself the subject 
of a spectacular portrait by 
his master, now in New 
York). While it was not 
unusual to have a slave-ap- 
prentice, Pareja’s skin was 
far from commonplace. 
According to Antonio Palo- 
mino's Bistory of Spanish 
Painting of 1724, Pareja had 
been permitted only to grind 
colours and to prime can- 
vases as well as perform 
other chores in Velazquez’s 
studio. He had apparently 
knelt at the feet of Philip the 
4th in Velazquez’s studio 
and implored him to cham- 
pion hhii as he learnt his art 
without his master’s know- 
ledge or consent 
Juan de Arellano’s splashy 
bouquet triumphs among the 
group of still-lifes which. 


alas, does not even begin to 
compare with that brought 
together for the National 
Gallery of London's revela- 
tory still-life show three 
years ago. The closest we get 
to anything like Sanchez 
Cotan’s austere and memora- 
ble meditations bn the root 
vegetable are the earthy rad- 
ishes at the feet of Murillo's 
“San Diego dl Acala”, on 
loan from the MusSe des 
Augustins at Tolosa. 

Illustrating the point that 
there was never much of a 
tradition of landscape paint- 
ing in Spain is a solitary 
landscape with a St. John 
the Baptist by Juan Bautista 
Maino. It can be no mere 
coincidence that *hte son of 
an Italian painter working in 
Spain was a great friend of 
Annibale Carracci in Rome, 
familiar with the pioneering 
landscapes of Domenichino. 

One of the peculiar plea- 
sures of such an exhi- 
bition in Italy in general, 
and Bologna in particular, is 
that it is possible to move 
between the Bologna gal- 
lery’s exhibition space down- 
stairs and the permanent 
collection above. This allows 
one to see Vel&zquez. 
Murillo, Zurbar&n and 
Ribera and the like effec- 
tively juxtaposed with the 
masters of the Italian 
baroque - the Carracci fam- 
ily, Domenichino, Guido 
Reni and Guerrino. 

The effect is startling, and 
underlines their profound 
differences far more than 
any superficial similarity. 
Traditionally. Carracci is 
always - and rightly - con- 
trasted with Caravaggio, but 
he and Annibale Carracci 
appear positive soul mates 
by comparison with Velaz- 
quez, whose art, for all its 
intense drama, is entirely 
devoid of theatricality. 

At the Pinacoteca Nazionale, 
Bologna unffl Aprfl 13, ft an to 


Sao PaaJo, Brazti. 


Breathtaking r e a li sm: "Don Antonio, VI IngUs", attributed to the school of Vettzquez 


Talent 
at high 
voltage 

MUSIC 


ADRIAN I JACK 

Evgeny tesla 
Royal Festival Hal 


Evgeny Kissin seems to 

build up to his encores. The 
young Russian pianist 
played five after the last 
recital of his short English 
tour on Thursday - not 
quite as many as he had run 

to after his BBC Prom last 
summer. Yet the atmosphere 
was almost as excitable, 
until ytwdn calmed 
everyone down by 
announcing “One last 
Brahms waltz", and played 

the gentle A fiat major one 
as a lullaby. 

The real high spots were 
two etudes by Liszt - No_2 
In F minor, with deliciously 
liquid runs in the right 
hand, and toe second of his 
Etudes after Paganini, with 
HnaaUng , glassy flourishes 
between crisp, staccat o 
chords. Where the sheer 
physical exhilaration of a 
sovereign technique counts, 
Kissin has no betters, and 
few equals. 

Yet that facility is not 
entirely an asset. The first 
half of the evening was 
devoted to music in which 
some sense of effort is 
crucial. In Beethoven’s A 
major Sonata, Opus 101, 
Kissin certainly mustered 
all his strength to an 
impact in toe dry, 
diminishing acoustic of toe 
Royal Festival HalL 
It was quite a shock to 
hear how thfn toe piano 
sounded in the opening 
Allegretto. That was hardly 
his fault, though the ample 
tempo he chose did not 
carry toe music forward 
easily. 

If one of Beethoven’s most 
ambitions sonatas seemed a 
little carelessly placed as an 
opener, Brahms’s Opus 119 
set of Klavierstdcke, his last, 
was not in an ideal context 
afterwards. The two opening 
Intermezzi had all the poise 
and limpid beauty Kissin 
brings to intimate music, 
yet he also pushed climaxes 
out of p r op or ti on to these 
miniatures. 

Hie elusive C major 
Intermezzo was too choppy, 
while the treacherous leaps 
of its climax were swept 
through with Insouciant 
ease. And that in a ppropri a te 
sense of disdain replaced 
what should have been a 
mood of sturdy defiance in 
toe final Rhapsodic. 

Perhaps it is easy to 
niggle when a talent Is so 
overwhelming. You wonder, 
also, how long Kissin can go 
mi functioning at such High 
voltage. He is only 26. Liszt 
retired from Us virtuoso 
career at the age of 36. In 
the epic Sonata in B minor, 
which Uszt wrote some 
seven years later, tt was 
almost reassuring when 
Kissin's flashing octaves 
and leaping chords 
created such volume 
that toe texture became 
cloudy. 

It was a sign that 
excitement was carrying 
Mm away, whereas up to 
that point, toe aimiring 
physical qualities of his 
virtuosity seemed to obscure 
the music’s emotional 
motivation. 


Tristram Kenton 


New translation: LWrika HeBstrom and P8ar Orti 


Greek tragedy without a heart 


THEATRE 

ALASTAIR MACA ULAY 

Antigone 

Bberafde Studio 3, London 

Coming home from the current 
production of Sophocles's Anti- 
gone at Riverside Studios, I tried 
scraping some of the rust off my 
ancient Greek and reading the 
original. Sophocles is one of toe 
epitomes of classicism: bis blend 
of economy and intensity still 
leaps off the page - although 
translating it (and, at several 
points indeed, determining its pre- 
cise meaning) is remarkably har d. 
The eloquence is compelling. It 
was good to be reminded of this, 
for the Riverside performance of 
Antigone had been a contained 
and nnspontaneous bore. 

Greek tragedies can work 
superbly in small spaces. In the 
1990s, there have been good exam- 
ples at the Pit, at the Gate, and 
indeed downstairs in Riverside 
Studios 1 and 2 (where Antigone, 
In a visiting German production 
starring Ekkehard Schall as 
Creon, was very well performed in 
1995). 

I must remind myself, too. that 1 


have seen good, even first-rate, 
performances upstairs in Studio 3. 
Nonetheless, its combination of 
wide-and-shallow space and the 
most uncomfortable seats in Lon- 
don is pretty lethal: and for Anti- 
gone the management kindly 
turned up the heating to such a 
degree that all round the audito- 
rium, audience members were to 
be seen fighting to stay awake, 
sometimes without success, in 
what is actually a short play. 

Gwynne Edwards's hew transla- 
tion of the play is fluent but - 
although numerous of his transla- 
tions of plays have been per- 
formed - his verbal style sounds 
to me more correct trauslatianese 
than communicative theatrical 
utterance. At several points, he 
seems to expose what are, to a 
modern ear, the stock formulae of 
Sophoclean drama. Leadenly sen- 
tentious platitudes abound, such 
as (after one disaster) “The 
thought occurs to us that this 
might be the wishes of the gods"; 
so do such under-emotio nal gram- 
matical arrangements as 
"Through love of him a knife is 
driven through her heart". None- 
theless. I can imag ine some actors 
taking toe very formal contain- 
ment of his words, and creating 


from them serious classical 
intensity. 

Forbidden Theatre Company, 
however, appears to work from 
outside the text rather than from 
within. Its publicity, which pro- 
claims “a visual, dynamic style", 
does not lead one to expect some- 
thing that looks so very fin the 
bad sense) choreographed. Possi- 
bly the metronomic quality of the 
production will relax with later 
performances, but even so the 
physical style is poor. 

The way in which the six actors 
do arm gestures is an object-les- 
son in how not to gesture. You see 
an actor's hand twitching while, 
waiting for its cue, then suddenly 
jerked stiffly up and out to 
emphasise this phrase or that; the 
gesture is never more than shoul- 
der-deep. and the actor’s neck, 
torso, other arm, and legs con- 
tinue in the same old torpor - as 
if they would prefer it if that Dr 
Stnmgelove arm did not have so 
odd a life of its own; then sud- 
denly, with some evident relief, 
the gesture is dropped, and the 
arm resumes the same inhibited 
dullness as the rest of toe body. 
This physical style is a misunder- 
standing of classicism; it is tepid 
academicism, devoid of spirit. 


Alas, toe vocal style is precisely 
the same. The six actors have 
learnt more about iambic scan- 
sion than they have about real 
life. “There is no grief, no pain 
that matches mine" announces 
Creon, with perfect metre, as if 
admitting to tin* cast that he had 
parked their minibus on a double 
yellow line. One chap in the cho- 
rus bounces out “The thought 
occurs to us that this might be the 
wishes of the gods” with 
ping-pong efficiency. 

In what is announced as a 
“visual” production of a Greek 
play, you look forward to the cho- 
ral odes, which used to be the 
nadir of most English produc- 
tions. But here, again, all is 
unspantaneously counted out, in 
speech and motion alike. A bit of 
folk dance: a bit of modem dance; 
one phrase to the left; nnp phrase 
to the right. All six actors join in, 
with all the stylishness of galley- 
slaves. 

I especially admired the actress 
who carefully trailed a few of her 
long curly locks over her eyes 
when she was not playing solo 
roles; her resemblance to Michael 
Jackson in these passages was 
the production’s most original 
effect. 
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international 

Arts 

Guide 


AMSTERDAM 


CONCERTS 

Coneertgebouw 

Tet 31-20675 4411 
Rotterdam PhBharmonfc Orchestra: 

• tt conducted by Valery Gergiev te 

works by Brahms, Mozart and IR. 
Strauss. With piano soloist Stetan 
Vjadar and soprano Inga NWsen; 
Mar 21 

BALTIMORE 


OPERA , ,, 

Baltimore Opera Company, Lyric 
Opera House 

Tel: 1-410-625 1600 

www.taltjmoreopem.cofn 

Camrerc by Bizet. Conducted by 

Alftette Sffiplgni h a 

directed by David Rote, 
is sung by Irina Mishua; MW 


BERLIN 

CONCERTS 

Phawrmonle 

Tet 49-30-2548 8354 

Berlin Philharmonic Orchestra^ 

conducted by Philippe Herreweghe in 

Doecinn With SOlOtStS 


Including Anne-SoRe von Otter and 
Matthias Goeme; Mar 17, 18 


BOLOGNA 

opetA 

Taatro Comunale 
Tel 39-51-529 999 
www.netturxxJdbo/teatrocomunale 
Don Carlo: by Verdi: Co-production 
with the Grand Theatre de Geneva, 
conducted by Eliahu Inbel in a 
staging by Andrei Servan; Mar 19, 21 


CHICAGO 

CONCERTS 
Orchestra Hall 
Tel: 1-312-294-3000 

www.chkxgosymphony.org 

Chicago Symphony Orchestra: 
conducted by Oliver Knussen hi 
works by Stravinsky, Lieberson and 
Knussen. With soprano Lucy Shelton 
and horn soloist Gal! Williams; 

Mar 17 


DUBLIN 

EXHffilTTNS 

Irish Museum of Modem Art 
Tat 353-1-612 9900 
Andy Warhol: After the Party. Works 
1956-1986. 100 works, drawn mainly 
from the Warhol Museum in 

Pittsburgh; ends on Sunday 


FLORENCE 

OPERA 

Teatro Goldoni 
Tel: 39-55-211158 

Yfwwjnagglo5orentino.com 

Orf go: by Montlverdi. New staging by 
Luca Ronconi. to celebrate the 
reopening of the Teatro Goldoni. The 
conductor is Rene Jacobs; Mar 17, 


18, 20, 21 


FRANKFURT 

CONCERTS 

Frankfurt Oper 

Tek 49-69-21202 

Rising Stars: mezzoepprano Xenia 

Major, pianist Hans Bjsackers and 

saxophonist Hubert Ciaessens of the 

Amsterdam Coneertgebouw perform 

a programme including works by 

Purcell, Mozart, Brahms and 

Debussy; Mar 19 


HELSINKI 

OPERA 

Finnish National Opera 
Tat 358-9-4030 221 1 
The Magic Rute: by Mozart New 
production by Swedish director 
Etienne Glaser, designed by Peter 
TiDberg. Conducted by 18-year-old 
MMW Franck; Mar 18, 20 


LONDON 

CONCERTS l 
Royal Festival Hal 

Teh 44-171-960 4242 

• Boston Symphony Orchestra: Seip 
Ozawa conducts Mahler’s Symphony 
No. 6; Mar 18 

• Boston Symphony Orchestra: Sei| 
Ozawa conducts Mahler’s Symphony 
No. 3; Mar 19 

OPERA 

English National Opera, London 
CoSsaum 

Tat 44-171-632 8300 
The Eflxir of Love: by Donizetti. New 
production, directed by Jude KeHy 
and designed by Robert Jones. The 
conductor is Michael Lloyd; 

Mar 17 


Shafte sbu ry Theatre 

TeJ: 44-171-379 5399 
The Royal Opera: Cod fan tutte, by 
Mozart Revival of Jonathan Mger's 
production, conducted by Cofln 
Davis; Mar 17, 19, 20, 21 


MADRID 

CONCERTS 
Autfitorio Nadonal 

Tek 34-1-337 0100 
Elliott Carter 90th Birthday 
Celebrations: Pierre Boulez conducts 
the London Symphony Orchestra In 
works by Ravel. Carter, Stravinsky 
and Prokofiev; Mar 18 


MANCHESTER 

CONCERTS 
Bridgewater HaB 

Tel: 44-161-907 9000 
Kiri Te Kanawa: recital by the 
soprano, accompanied by pianist 
Julian Reynolds; Mar 18 


MILAN 

OPERA 

Teatro afla Seala 
Tet 39-2-88791 
www.fascala.mltano.it 
Kovsndna: by Mussorgsfcl. 
Production from the MarBnsky 
Theatre of St Petersburg conducted 
by Alexander Pofirtohka in a staging 
by Fedor Lopukhov; Mar 18 


NEW YORK 

CONCERTS 

Avery Fisher HaO, Lincoln Canter 

Tet 1-212-8755030 
New York Philharmonic: conducted 
by Daniele Gatti In Mozart’s Bne 
Maine Nachtmuslk and Mahler’s 


Symphony No. 5; Mar 18, 19, 20, 21 

Carnegie Hafl 

Tet 1-212-247 7800 
www.camegiehafLorg 
Russian National Orchest ra : 
all-Russtan programme conducted by 
Mikhail Pietnev. With violin soloist GUI 
-Shaham; Mar 19 

EXHIBITIONS 

Metropolitan Museum of Art 

Tet 1-212-879 5500 
wwwjmetmuseum.org 
Charies-Honorfe Lanmaer 
(1779-1B19): around 50 pieces of 
furniture by the French cabinetmaker 
who left Paris for New York In 1603; 
from today until Jun 14 

OPERA 

Me tropofita n Opera, Lincoki Center 
Tel: 1-212-362 6000 
wwwjnetopem.org 
Lohengrin: by Wagner. New 
production by Robert WHson, with 
costumes by Frida Parmegglani; Mar 
17.21 

New York City Opera, New York 
State Theater 

Tet 1-212-870 5570 
www.nycopera.com 
La Boheme: by Pucdrf. Conducted 
by George Manahan and staged by 
Graziella Sciuttn Mar 21 


PARIS 

CONCERT 

SaSePtayel 

Tel: 33-1-4561 6 589 
Orchestra de Paris: conducted by 
Semyon Bychkov in Mahler's 
Symphony No. 2. With soprano 
Elisabeth Norberg-Schutz, 
mezzo-soprano Majana Lipovsek, 


and Choir led by Artfnr Oldham; Mar 
18. 19. 21 

ThMtro dee Champa Bys6ee 

Tet 33-1-4952 5050 

• Budapest Festival Orchestra: 
conducted by Ivan Fischer te works 
by Wagner and Liszt; Mar 17 

• Boston Symphony Orchestra: 
conducted by Seiji Ozawa In 
Mahler’s Symphony No. 6; Mar 20 


ROTTERDAM 

CONCERTS 

deDoelenHafi 

Tet 31-10-217 1700 
Rotterdam Philharmonic Orchestra: 
conducted by Valery Gergiev in 
works by Brahms, Mozart and R. 
Strauss. With piano soloist Stefan 
Vlada- and soprano Inga Nielsen; 
Mar 18, 19. 20 


VIENNA 

EXHIBITIONS 

Kunstforum der Bank Austria 

Tet 43-1-533 2268 
From More* to Picasso: dspiay of 
120 works, starting with French 
Impressionism and Pointtfism. and 
ranging through the Russian 
avant-garde and German Modernism 
to 1945. Includes examples of 
cubism, constructivism. 
Expressionism and Surreafism; to 

Jun 28 
FESTIVAL 

Arnold Schoenberg Center 
Tab 43-1-712 1888 
www^choenberyot 
Schoenberg Festival: celebrating the 
opening of the new Center, the 

festival opened with a concert by the 
Wanna Philharmonic. A muffimeda 


exhibition includes manuscripts and 
photographs. Other concerts include 
the Ensemble Wiener Cottage 
conducted by Ren6 Staar (Mar 17); 
the Ktangfonsn Wien conducted by 
Sytvafo Cambrefing (Mar 18), and a 
recital by Michael Boriskin (Mar 19) 


WASHINGTON 

CONCERTS 
Kennedy Center 

Tet 1-202-4674600 
National Symphony Orchestra: 
conducted by Christopher Warren 
Green In works by Mozart and 
Haydn, with violin soloist Dartiei 
Foster; Conceit HaB; Mar 19, 20, 21 


TV AND RADIO 

• world service 

BBC World Service radio for Europe 
can be received in western Europe 
on medium wave 648 kHZ (463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• GNN international 
Monday to Friday, GMT: 

Moneyfine with Lou Dobbs 
Business Asia 

IMft World Business Today 
2ZSXk World Business Today t iprioto 

• Susiness/MarkaC Reports; 

05SJ7; 06:07; 07:07; 0820; 0920; 
.1020; 1120; 1132; 1220; 1320: 
1420. 

At 0820 Tanya Beckett of FTTV 
reports Eve from LIFFE as the 
London market opens. 
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MARTIN WOLF 


Capital punishment 

The emerging Washington consensus on the lessons from the 
Asian crisis is not wrong, but it is too limited 


It is a good assumption that 
Alan Greenspan, chairman 
of the Federal Reserve, is 
always right In academic 
brilliance, Larry Summers, 
deputy secretary of the US 
Treasury, surpasses Mr 
Greenspan. Yet even these 
luminaries can err. Lesser 
mortals may reasonably ask 
whether they have drawn 
the right conclusions from 
the Asian crisis. The answer 
is that the emerging 
“Washington consensus" 
that they epitomise is not so 
much wrong, as too limited. 

In a speech at the 
International Monetary 
Fund last week, Mr 
Summers explained why 
trying to learn more is so 
important “These past 
years,” he said, “we have 
been laying the first 
foundations of a truly global 
economy. Trade, investment, 
capital, information and 
knowhow are flowing more 
freely than ever before to the 
places where they can be 
most effective in creating 
wealth. But events in Asia 
are a further reminder that 
the tide of global integration 
brings serious challenges in 
its wake. 

"The potential is 
breathtaking,” he continued. 
But "it will require a new 
network of policies and 
institutional arrangements 
to ensure that this potential 
is realised". The question is: 
what is this new network of 
policies and institutional 

arrangements to consist of? 

The answer depends on 
how capital markets behave. 
An encouraging, but 
over-optimistic view is the 
cme advanced by Mr 
Greenspan in a speech on 
March 3rd: the 
high-technology capital 
markets of today are 
efficient; this “exposes and 
punishes underlying 
economic imprudence 
swiftly and decisively”. 
Among the most important 


requirements for them to 
work, he suggested, is more 
transparency. 

What emerges from the 
Aslan crisis is tragically 
different* when euphoric, 
markets ignore bad news; 
when depressed, they 
underplay good news. Either 
way, they overshoot wildly. 

This is true, whichever of 
the two dominant stories 
about the crisis one is 
inclined to believe. One - 
told by Paul Krugman of the 
Massachusetts Institute of 
Technology - is of bad 
policies: over-guaranteed 
and under-regulated 
financial institutions that 
blew a bubble bound to 
burst* The second - told by 
Jeffrey Sachs of the Harvard 
Institute for International 
Development - is of panic: 
financial markets that 
unnecessarily devastated 
sound economies.** 

The first story suggests 
the Asians deserved their 
fate, even if the punishment 
was' disproportionate to the 
crime. If so, capital markets, 
for from punishing 
imprudence swiftly and 
decisively, indulged It for 
years. In the process, they 

The perils of capital inflows 

Gwent account {* of G 0 $ 

Nafanal fncorae definition, 1996 


also ignored all the signs of 
Asian "crony capitalism" 
and of unsustainable capital 
inflows, both of which had 
long been quite obvious. 

PrafKrugman's 
explanation for the market’s 
mistakes is that investors 
thought themselves 
guaranteed. This is not that 
convincing: much of the 
investment went to private 
companies nobody can have 
supposed were safe: 
moreover, these countries 
could not have guaranteed 
foreign currency liabilities, 
even if they promised to do 
so. 

Investors were not so 
stupid, says Prof Sachs. The 
trouble was that panic, 
albeit rational for each 
individual Institution, 
turned a necessary, ideally 
qnite modest, adjustment 
into a catastrophe. 

Moreover, the inflows had 
exacerbated the economies' 
underlying weaknesses. 
Large-scale inflows raised 
the real exchange rale, 
created current account 
deficits, lowered domestic 
Interest rates and 
exacerbated overheating. In 
this view, inflows were a 



response to past triumphs - 
and transmuted them to 
disaster. 

On these two explanations, 
markets either got things 
wrong - or made them so. 
The obvious conclusion Is 
that managing openness to 
capital flows is a horribly 
tricky task. Yet. as Mr 
Summers argues, it would be 
a mistake to dispense with 
flows altogether. They can, 
in principle, improve the 
global allocation of 
resources and allow a 
greater international 
diversification of risks. 

In fact. Mr Summers 
warns against slowing the 
pace of capital account 
liberalisation. Instead 
countries should create an 
environment in which 
capital will (low to its 
highest return use. What 
would such a regime then 
consist of? 

His answers include: 
strengthening macro- 
economic fundamentals; 
e limin ating incentives to 
inflow of the wrong sort of 
capital; opening the financial 
system to foreign finan cial 
service providers; 
introducing an improved 
supervisory and regulatory 
regime; eliminating 
inappropriate government 
guarantees; strengthening 
financial institutions; 
greater transparency; and 
minimising bail-outs. 

This is a list of what needs 
to be done if the first of the 
two stories on the crisis is 
true. Even then, if countries 
need to do oil of this before 
they can liberalise safely, it 
will take decades, not years. 

Unfortunately, the second 
story also has great force. 
Short-term lending against 
long-term assets is subject to 
panic. In domestic finan ce 
the answer has long been a 
lender of last resort - an 
Institution capable of 
providing needed liquidity. 

Yet if a commercial bank 
in Thailand barrows dollars, 
no centra] bank will provide 
it with the currency it may 
need. Similarly, if Thailand 
as a country borrows dollars, 
there is no lender of last 
resort to assist it if creditors 
suddenly want their money 
back. The IMF lacks the 
resources needed to perform 
this role. 

Suppose there will never 
be such a lender of last 
resort or the intrusive 
regulation of national 
policies the regime would 


entail. Potential borrowers 
must then protect 
themselves on their own. 
How to do so can be learned 
from the experience of those 
Asian countries that avoided 
the crisis and of successful 
economies elsewhere, 
notably Chile. 

Here then are my seven 
rules for avoiding the 
dangers of panic: 

• Try to avoid current 
account deficits that are 
both large and sustained, 
even if they can be readily 
financed. 

• Keep foreign currency 
reserves, in the central hank 
or in the commercial banks, 
equal ideally to the 
country’s short-term foreign 
currency liabilities. 

• Impose tight prudential 
regulation of the 
foreign-currency liabilities 
and assets of banks. 

• Operate either a floating 
exchange rate or a currency 
board. Do not make strong 
commitments to potentially 
adjustable pegs. 

• Consider controlling or 
taxing short-term foreign 
currency borrowing, as has 
been done relatively 
successfully by Chile. 

• Make the economy 
flexible enough to cope with 
sudden changes In the 
availability of capital. 

• Create a bankruptcy 
regime capable of protecting 
companies from creditors. 

Mr Summers likens the 
capital markets to a Jet 
plane. "We can go where we 
want much more quickly, we 
can get there more 
comfortably, more cheaply 
and most of the time more 
safely - but the crashes 
when they occur are that 
much more spectacular”. 

It is an arresting simile. 

But another obvious 
comparison is with the 
oceans. Sometimes, they are 
completely calm But if one 
is trying to cross them in 
safety, one needs a sound 
boat. And even then. It 
might be overwhelmed if the 
waves are high enough. 

• Paul Krugman, Will Asia 
Bounce Back?, mimea (see 
httpc/jiveb. mil eduj krugman j 
wwic.suisse) 

** Steven Radelet and Jeffrey 
Sachs, The Onset of the East 
Asian Financial Crisis. 
Harvard Institute far 
International Development, 
1998. mimeo 

E-mail Martin. WolfigiFT.com 


Too much 
focus pocus 

The difference between old-style and modem “^^f rateS 

less obvious than it looks, says Tony A ronV6n . 

Y psterdav's news of Had the two companies L^^pvample !S the UK 
disposals by the grasped this, they .would tional Rentokilf which 
UK manufacturer have sold thdr assets ones gTP t CODt rol and 

BTR fitted an soon as their true wlw was f^f^ ched into laundry, 
unmistakeable pattern. Last apparent. Instead, Hansonat agen cies. road 

month it sold its bottle- least held on until ^ security and con- 

making business, now its dear that as a business man- 
Australian building prod- ager, it had little to contn 
ucts. Last week Hanson sold ute. 

its US crane company, and what of today's asset man- 
Willlams its US building agers? Venture capital ont- 
products. Britain's conglom- fits such as CVC Capital. 

KKR. Clayton. DubUIer or 


erate dinosaurs, it seems, are 
reaching the boneyard. 

Not all these companies 
got there by the same route. 
Hanson has chosen simply to 
break itself up. BTR and Wil- 
liams have sought to re- 
invent themselves, the one 
as an engineer, the other as 
a security company. But the 
message seems the same: the 
conglomerate idea is history. 

Well, perhaps. But what is 
taking Its place? Who. in 
short, is doing the buying? 

There are two categories. 
Williams’ NuTone business 
and BTR’s bottle operations 
are being sold to larger US 
specialists in their respective 
industries. Nortek and 
Owens-Illinois. 

BTR 's building products 
and Hanson’s crane busi- 
ness, however, are being 
bought by venture capital- 
is ts : the former by the 
Europe-based CVC Capital 
Partners, the latter by Key- 
stone of the US. 

The first two cases might 
suggest the familiar contrast 
between diversity and focus. 
But there is a subtler dis- 
tinction; between business 
managers and asset manag- 
ers. Arguably, Hanson and 
BTR owed their downfall to 
getting the two mixed up. 

Both companies claimed to 
bring a distinctive style of 
management to the compa- 
nies they acquired. In real- 
ity, both worked by exploit- 
ing imperfections in the 
market for corporate assets. 

Hanson used the takeover 
mechanism to unlo ck under- 
valued assets. BTR used the 
change at control to push up 
product prices. The former 
tactic was doomed by 
the advent of shareholder 
power, the latter by the 
conquest of inflation. 


Nomura International might 
appear to be the new con- 
glomerates. 

Certainly, they are not 
afraid of crossing industry 
boundaries. Nomura’s Lon- 
don operation owns pubs, 
betting shops and housing 
estates, and recently tried to 
buy a power utility. 


tract catering- . 

Less conventional are th 

conglomerate consultancies, 
such as Arthur Andersen. 
Price Waterhouse or bua. 

££ of tl» run outsourc- 
ing contracts ranging from 
baik office accounting to 
human resources and even 
purchasing- m the UK alone. 

EDS runs the IT function for 
bodies as diverse as 
Rolls-Royce aero engines ana 
the Inland Revenue. 

There is no reason to sup- 
pose this trend will halt- It is 
in the nature of business 


But those funds are in no ^ growth, if 

danger of confusing their “ HK 


role with that of the busi- 
ness manager. Their chief 
function is to change the 
shape of balance sheets: to 
increase the burden of debt. 
using it to bludgeon manag- 
ers into greater efficiency, 
while reserving equity as a 
carrot 

This is by no means a 
novel idea: in the US, espe- 
cially, companies have been 
moving this way for well 
over a decade. But as with 
Hanson and BTR In the old 
days, the trick is to find 
businesses that have been 
slow to adapt to the new 
m odel , turn a profit by 
bringing them up to speed. 
The difference is that the 
venture capitalists explicitly 
owe it to their investors to 
realise their profits as soon 
as possible. 

When we turn the coin to 
look at business managers, it 
is simply untrue that con- 
glomeration is a thing of the 
past. On both sides of the 
Atlantic, there are highly 
successful, multi-business 
manufacturers such as Tex- 
tron, GKN and AlliedSignal. 
which have exploited their 
diversity and breadth of 
managerial experience to 
outperform the equity mar- 
kets in recent years. 

For the true business con- 
glomerate of the future, 
though, we need to look at 


not in their current business 
then elsewhere. And if, in 
tune, some of those compa- 
nies come to seem unwieldy 
dinosaurs in their turn, that 
will be no surprise either. 

What of the future for 
asset managers? Again, 
there is no reason to expect 
the trend to halt. Portfolio 
funds still seem to be in glut, 
and the hunt for returns is 
correspondingly desperate. 

At the same time, the busi- 
ness environment is in a pro- 
cess of continuous change. 
One would expect venture 
capitalists to respond to this 
more quickly, since they are 
more mobile and disinter- 
ested than most business 
managers can hope to be. 
Therefore there will be suc- 
cessive windows of opportu- 
nity for venture capitalists 
to ciamber in. 

One warning, though. 
Today's asset managers base 
their activities largely on 
one premise: that debt is 
good, and risk a thing of the 
past 

One sharp burst of infla- 
tion and high interest rates, 
and an awful lot of corporate 
assets will be back ou the 
market at fire sale prices. 
And with hindsight, of 
course, today's venture 
funds will look as short- 
sighted as Hanson and BIT! 
ever did. 



LETTERS TO THE EDITOR 


Better credit allocation is key to 
averting further Asia crisis 


From Ms Philippa 
Malmgren. 

Sir, Lawrence Summers, In 
his Personal View (March 
11), will help quiet those 
who want to implement capi- 
tal controls in order to pre- 
vent another Aslan crisis In 
future. 

However, his recommenda- 
tions will by themselves do 
little to prevent a recurrence 
of another crisis. Greater 
regulatory supervision, 
transparency, generally 
accepted accounting princi- 
ples and reliable bankruptcy 
procedures, as Mr Summers 
advocates, are all laudable. 
But they are not enough. 

The problem is deeper. 
The problem is the credit 
allocation TnnoViapiam Loans 
in Asia are typically made 
for only one of two reasons. 


Either property is used as 
collateral, or loans are made 
based on relationships. Rela- 
tionships include cross- 
shareholdings and cross- 
guarantees of subsidiaries, 
overseas Chinese networks 
and family relationships. 
What Asia lacks is a class of 
lending officers who have 
the skills to assess the abil- 
ity to repay. 

Some Asian friends pro- 
test, pointing out that Asia 
has business school gradu- 
ates too, although not many. 
Sadly, those with these skills 
are not given the authority 
to make decisions. 

The best efforts to improve 
the accounting systems will 
prove fruitless unless credit 
is allocated for the right rea- 
son®. 

It is in the best Interests of 


the local investors that they 
change the credit allocation 
mechanism. That way they 
can have real confidence in 
the value of their assets. But 
no country can create a 
proper credit allocation 
mechanism overnight. The 
Asians will need blueprints. 
Mr Summers can call for lib- 
eralisation all he likes but it 
is very likely that the Asians 
wlU need help understanding 
exactly what they must do. 
That is where we need Mr 
Summers to focus his atten- 
tion going forward. 

Philippa Malmgren, 
principal, currency 
strategist 

Bankers Trust Company, 

1 Appold Street, 

Broadgate, 

London EC2A 2HE, UK 


A process of uniting, not reuniting Europe 


Prom Mr Stanley Cmssick. 

Sir. Philip Stephens ("A 
price to be paid”, March 13) 
graphically described the 
meanness of the approach of 
western European leaders to 
EU enlargement eastwards. 
How fortunate we were that 
George Marshall and the 
other early postwar 
American leaders adopted a 
different approach towards 
western Europe. 

May L however, correct 
two points in his excellent 


piece? First, there is no 
“chorus" demanding that 
the “rules must bo rewritten 
to preserve the Influence of 
the dub’s founding 
members”. The institutional 
reform required to help 
make the enlarged Union 
work effectively - such as 
minimising the need for 
unanimous voting in 
Council, population- 
weighted voting in Council 
and reducing the number of 
commissioners - will 


decrease the influence of all 
smaller member states, 
including the Benelux 
countries. 

Second, enlargement is not 
about “reuniting Europe - ’ 
but about uniting a Europe 
which millions of Europeans 
know has never been united. 

Stanley Crossick, 
chai rman. 

The European Policy Centre, 
42 Boulevard Charlemagne, 
B-1000 Brussels, Belgium 


Quality not 
quantity is 
the answer 

From Mr Angus G. 
MacLennan, 

Sir, In your leader. “The 
trouble with global finance” 
(March 6), you cite a poten- 
tial solution to “the trouble 
with global finance" being 
“substantially to raise capi- 
tal ratios ... to give h anks a 
bigger capital cushion”. 

It is not so much an abso- 
lute increase in capital 
which is required but an 
urgent need to introduce dif- 
ferentiation in the amount of 
capital allowed to different 
qualities of asset 

When banks need five 
times more capital to lend to 
Marks and Spencer than to 
European banks and a signif- 
icant amount less to trade in 
exotic options it is clear that 
the Bank for International 

bet Dements needs to address 

trus issue without delay. 

In so doing banks which 
opt to engage in more risky 
activities will have a need 
for more capital to cope with 
the greater probability of 
loss and more prudent banks 

n0 r l ^ for the 

folly of others. 

Anens G. MacLennan, 
senior executive 
vice-president 
and general manager. 

Den Danske Bank, 

75 King William street, 
London EC4N 7DT, UK 


More modest global competition regime is realistic expectation 

JPmm Ur Antrm nan <ipr arMter benefits for hunt. thnea 1 - — 


From Mr Anton ©an der 

Sir, Joel Klein’s Personal 
View (February 13) that it 
would be premature for the 
World Trade Organisation to 
seek to enforce global com- 
petition rules misses the 
point 

Thinking baa moved on. 
No one today is seriously 
suggesting that the 130-odd 
members of the WTO sit 
down and negotiate a sub- 
stantive set of international 
competition rules. 

What is being sought Is far 
more modest and has for 


greater benefits for busi- 
nesses trying to compete 
internationally - namely a 
broad WTO agreement com- 
prising commitments by all 
WTO members to enact 
effective domestic legislation 
covering monopolies and 
mergers and the setting up 
of an effective domestic com- 
petition authority. 

This would represent a 
vast improvement over the 
current state of affairs 
where, as Mr Klein acknowl- 
edges. roughly half of all 
WTO members have no com- 
petition laws and many of 


those that do have ineffec- 
tive competition law enforce- 
ment. 

This framework of compe- 
tltfon rules could be backed 
up by WTO dispute settle- 
ment. This would continue 
to be Intergovernmental 
only and would be applicable 
for failure to enact such 
domestic competition legisla- 
tion or for failure to enforce 
domestic competition laws. 
Such a framework would 
undoubtedly contribute to 
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the development of 
international culture of 
sound antitrust enforcement, 
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Slow rise of 
Le Pen 


A government which makes 
sweeping gains in mid-term iwn] 
elections is entitled to feel 
pleased. But Lionel Jospin 
his colleagues can allow them- 
selves only muted celebrations 
after Sunday's first ballot of 
regional elections in France. 

True, the result shows them 
ahead of the conser va t iv e opposi- 
tion, with 40 per cent of votes 
cast against 36, and they are 
practically guaranteed control erf 
more than half France’s regions. 
But polls had shown them even 
further ahead, and the record low 
turn-out of 58 par cent is hardly a 
rousing vote of confidence for Mr 
Jospin's red -green coalition. 
Indeed, abstentionist and fringe 
party supporters together make 
up nearly 60 per cent of tiw» elec- 
torate, easily outnumbering 
those who voted for mainstream 
parties (and that is co unting the 
communists, who hold several 
posts in Mr Jospin's government, 
as a mainstream party). 

Among fringe parties, the far- 
right National Front is easily 
strongest, with 15% per cent of 
votes cast. It is creeping up 
towards the sort of score the 
communists used to win between 
1958 and 1978, when it was said 
that “the left cannot win without 
the communists, it cannot 
win with them". 

Many conservatives wander if 
they can ever win again without 
the National Front. Some are 
tempted to try and win with it In 


next Sunday’s run-off ballot, 
though Philippe S&guin, the 
GauDist leader, pr emised to 
expel any of his followers who 
succumb to that temptation. He 
is rightly convinced that an alli- 
ance with the anti-immigrant 
campaigner Jean-Marie Le Pen 
would be Belf-defeating as wan as 
immoral, since it would frighten 
moderate and liberal voters into 
Mr Jospin's camp. 

In Italy, the far right under 
Gianfranco Finl, having dis- 
claimed its fascist past, is now 
accepted as part of the main- 
stream. But the sa me cannot hap- 
pen to France’s National Front as 
long as Mr Le Pen is in charge. 
Any restructuring of the French 
right will take as long as that erf 
the left did before 1981. 

That might not matter if it 
meant that the left would feel 
emboldened to abandon their 
residual dirigisme and set about 
freeing the French private sector 
to profit from the recovery and 
compete effectively in the new 
price-transparent European mar- 
ket which a single currency 
should soon deliver. That would 
facilitate job creation and so 
undercut the appeal of Mr Le Pen 
and other populists. 

Unhappily, the success of 
extremist rivals will more likely 
make the government even mare 
timid in its attempts at reform, 
exposing France to the risk of a 
jobless recovery for which the 
euro will be widely blamed. 


Greece and Emu 


The entry of the drachma into 
the European exchange rate 
mechanism at the weekend 
brought Greece one step closer to 
its hope of entering Emu. But, 
unless It is prepared to make 
major reforms to its public sec- 
tor. Greece should not join. - 

The past few years have seal 
the Greek economy transformed. 
Inflation has fallen from a peak 
of nearly 25 per cent in 1996 to 4u3 
per cent The budget deficit, 14 
per cent of gross domestic prod- 
uct in 1993, is targeted to fell to 
2.4 per cent this year. Greece now 
looks wdl on track to meeting 
the Maastricht criteria, , with the 
exception of the debt/GDP ratio 
condition, which is being loosely 
interpreted in any case. 

But although the economy is 
strong, its structure Is in need of 
radical change. More than 50 per 
cent of the Greek economy is stfil 
nationalised, a greater proportion 
than in Poland and Hungary. 
Much of this state-owned sector 
is inefficient, and only survives 
because of continued subsidies. 
That creates immense spending 
pressures, making it very hard 
for Greece to keep its budget defi- 
cit under control. 

It is possible that Greece will 
muddle through the next few 
years without serious reform of 
its state-owned sector. It could 
keep a lid on the budget deficit. 
and perhaps be allowed to join 
Emu. But if it joined under these 


circumstances, it could quickly 
find its public finances under 
even greater pressure. Emu 
would bring intense competition, 
winch Greece’s inefficient stale- 
owned industries would be very 
hard-pressed to cope with. These 
pressures are emerging even 
now: Olympic Airways, the state 
airline, is facing heavy losses 
after it was forced to open up 
routes to competition. * * 

ff Greece is serious about Emu, 
it must get serious about 
restructuring its public sector. 
The Prime Minister, Costas Simi- 
tis; understands the need for 
reform, and made pledges to cut 
public spending and speed priva- 
tisation as part of ERM entry. 
But privatisation is still taking 
place at too slow a pace, with the 
government prepared to sell only 
49 per cent of most businesses. 

Politically, reform will not be 
easy. The supporters of the inter- 
ventionist policies of the late 
Andreas Fapandreou still have 
considerable political clout And, 
although Emu has the support of 
the public at present that could 
evaporate once the pain of fiscal 
consolidation is felt in wage 
restraint and Job losses. 

Greece must be applauded for 
the success of its macroeconomic 
management But a lot of the 
hard work is yet to coma Mr 
Simitis must keep his nerve and 
accelerate his reforms. The 
reward will be worth it 


Honesty box 


Politicians who buy popularity 
with excessive borrowing are sel- 
dom around when the IOTTs fall 
due. And their , successors can 
quietly renege on the debts by 
allowing them to be eroded by 
inflation. Gordon Brown prom- 
ised before he became the UK 
chancellor tbat he would put 
aside all such temptations. In the 
past such promises were too 
often broken. 

Yesterday Mr Brown proposed 
a new code intended to guarantee 
fiscal responsibility, when it 
becomes law. It will oblige the 
Treasury to publish a 10-year pro- 
jection for the public finances 
and require the chancellor to 
w piftin how each Budget fits into 
it, starting next year. 

The idea is not entirely new. 

Margaret Thatcher’s government 

published a five-year medium- 
term firmivrifli strategy in 1980- 
Nlgel Lawson, architect of the 
policy, wrote at the time: “The 
overriding need is for a long-term 
stabilisation programme to defeat 
inflati on, recreate business confi- 
dence and provide a favourable 
dimate for economic growth.” 

Mr Brown used some of the 
BBtna words yesterday. The dan- 
ger of rampant inflation has 
receded, so his emphasis is more 
and accountably. 
He wants to kffl off for ever the 
idea that Labour governments 
are prodigal He may also be tak- 
ing out an insurance policy 
against his party's backbenchers 
who will want him to increase 
public spehding.'at the first sign 
of a surplus. 


These axe sensible aims, espe- 
cially if Mr Brown hopes eventu- 
ally to join the European mone- 
tar y onion. Within Emu the 
government would need to bal- 
ance its budget over a complete 
economic cycle. The obligation, 
under the Emu stability pact, 
would be a little tighter than Mr 
Brown’s “golden role" that bor- 
rowing should not exceed public 
investment This implies a deficit 
of around 1.5 per cent of GDP in 
the present cycle. 

In practice the difference might 
not be large. What matters 
within Emu is that gove rnm en t s 
should have the ability to use 
fi srei policy to offset economic 
gfa op] rg to their country or region, 
without steadily increasing the 
national debt. In favourable 
times, therefore, they must bufld 
up a surplus, which could be 
spent to head off the danger of a 
local recession. 

Mr Brown’s code appears to be 
a credible framework for such a 
purpose. It will allow the govern- 
ment to depart from its 10-year 
plan, but require it to say why, 
Hwrt to gy pifli" bow and when it 
wiD return to the path of fiscal 
virtue. This is easier to specify 
t^an to achieve. Moreover, an 
explicit promise of annual 
reviews of past performance 
would have been welcome. That 
said, the fiscal code, like the 
promise to explain debt manage- 
ment and to consult on budgets, 
is a welcome step towards open- 
ness. it might even lead chancel- 
lors out of temptation and deliver 
taxpayers from the evils of debt 


Ill-prepared for battle 

Republicans are divided about whether they can use President Bill Clinton’s scandals to their 

electoral advantage, says Gerard Baker 


B y publicly accusing BUI 
Clinton, the US presi- 
dent, of molesting her 
in the White House, 
Kathleen Wiley has raised the 
stakes for all sides In the con- 
tinuing investigation of the presi- 
dent's alleged sexual and legal 
improprieties. For the president, 
the charge Is yet another in a 
list, this time with extra accusa- 
tions about a cover-up. For Ken- 
neth Starr, the independent pros- 
ecutor investigating the claims, it 
could bring a legal case closer. 
But the biggest impact, paradox- 
ically, could be on Mr Clinton’s 
Republican opponents. Such a 
case would poee a dilemma for 
them: should they press ahead 
with an Impeachment charge tf 

the evidence was strong enough? 
Or should they pedal away from 
it if it proves, as now, politically 
unpopular? 

In her explosive television 
i n t e rvie w on Sunday, Ms Willey 
repeated in public the allegations 
she made last week to a grand 
jury investigating Claims that the 
president lied under oath about 
his past tiaismis and persuaded 
others to do the same. Mr Clinton 
vigorously denied the accusa- 
tions yesterday, and White House 
nffiriak pninipri to inconsisten- 
cies in Ms Willey’s account and 
behaviour. But her accusations 
that the president aggressively 
fondled her in a private study off 
the Oval office follow the reports 
of an affair and subsequent cov- 
er-up involving Mr Clinton and 
Monica Lewinsky, a young White 
House official, that have engulfed 
tin* administration. 

The political fallout from the 
latest allegations is still uncer- 
tain. But the evidence from the 
Lewinsky affair is that 
Americans are in no mood to con- 
demn their president over allega- 
tions they regard as unsubstan- 
tiated, trivial and politically 
motivated. Wi thin a few days or 
the Lewinsky affair becoming 
public, Mr Clinton’s popularity 
ratings soared. Since then, be has 
remained more popular than he 
had been throughout Us presi- 
dency, helped by a strong econ- 
omy and a national ggrwe of well- 
being. Ms Willey’s accusations do 
not seem to have changed that 
In feet the main effect of the 
Willey accusations may be to 
sharpen an especially difficult 
dil emma for Mr dmton’s politi- 
cal opponents. Republicans in 
Congress, who have been mostly 
unwilling to attack the president 
in light of his continued popular- 
ity, will come under greater pres- 
sure than ever from their own 
supporters to go an the offensive. 
This pressure will become 
greater still, if as many in Con- 
gress think likely, Mr Starr con- 
cludes, perhaps within a matter 
of weeks, tbat the president does 
indeed have a criminal case to 
answer. 

But any decision to prosecute 
will be a political one: impeach- 
ment can only be conducted by 
Congress. Hence the Republican 
dilemma: to press ahead with 
Impeachment, risks enraging a 
public that is mostly very satis- 
fied with its president, and sees 
the allegations against him as 
either trivial or politically moti- 
vated. But to drop the case, risk 
ali enating their own core sup- 
porters. This dilemma is the 
more awkward because it is not 
merely a matter of personalities: 
it has policy implications too. 

Mr Clinton's popularity Is 
transforming, for the time being 
at least, the American political 
landsca pe. It has coincided with a 
born-again reconversion to tradi- 



tional Democratic social policies. 
Democrats are therefore hoping, 
against the odds, for some kind of 
revival in this year’s congressio- 
nal elections. Republicans’ ambi- 
tions of seizing control of the 
domestic political agenda appear 
to have been frustrated. 

“If Kan Starr were found 
tomorrow in boots of cement at 
the bottom of the Potomac, the 
likeliest suspects would not be 
found In the White House, but 
among the Republican leader- 
ship.” says one pollster. 

But federal investigators an a 
mission to prosecute need no 
electoral validation for their 
efforts. In the last week It has 
become increasingly dear that 
Mr Starr’s Investigation is enter- 
ing a new phase of intensity that 
looks Skeiy to be its denouement 

For all the apparent popular 
distaste for the inquiry, members 
of Mr Starr’s team believe they 
have at least a circumstantial 
case against Mr Clinton. Ms Wil- 
ley’s charges can only add to 
their confidence. 

Events could move quickly in 
the next few weeks. Having 
watched as a trail of witnesses 
have appeared before a grand 
jury, the White House is now 
considering a request from Mr 
Starr for the president to appear 
hhwsplf. At the sam e time, Mr 
Starr looks ready to place Ms 
Lewinsky before the grand jury. 
The appearance of the two star 
witnesses should move the case 
quickly into its final stages. 

That case still rests essentially 
on the allegation that Mr Clinton, 
either directly or indirectly 
offered inducements to Ms Lew- 
insky and Ms Willey, to lie to 
lawyers pursuing a sexual 
harassment claim a gains t the 
president on behalf of a third 
woman, Paula Jones. 

In Mb Lewinsky’s case, the cir- 
cumstantial evidence of some 
kind of quid pro quo for her 
silence is suggestive. Having 
been instructed to appear before 


the lawyers for Ms Jones in early 
December, the White House 
intern was referred to one erf Mr 
Clinton’s closest confidants, Ver- 
non Jordan, who within days had 
arranged job interviews for her at 
several large companies of which 
he was a board member. 

Having felled to secure one of 
the posts, according to various 
published newspaper reports, she 
went again to the White House at 
the end of December. In early 
January she si gned an affidavit 
in which she denied having had 
an affair with Mr Clinton. Within 
days she was offered a job by one 
of Mr Jordan’s companies, Rev- 

An impeachment 
battle with a popular 
president is not what 
Republicans want 

Ion, the cosmetics company. 

Ms Willey's accusations are 
potentially more damning, but 
may be harder to prove. Unlike 
the Lewinsky case, the alleged 
incident only happened once. But 
Ms Willey also claims efforts 
were made to hush her up 
through a wealthy Democratic 
party fundraiser. 

If Mr Starr can provide the evi- 
dence to support these claims, he 
is bound by law to present It, 
with a recommendation for 
action to the congressional lead- 
ership. 

With important mid-term con- 
gressional elections to be held in 
November, a high risk impeach- 
ment battle with a popular presi- 
dent is the last thing many 
Republicans want. Before the 
Lewinsky affair broke, they had 
been confidently expecting to 
retain control of the House and 
the Senate. Indeed If the usual 
pattern of mid-term elections 
were to repeat itself - in which 
the party not in control of the 
White House does well in Con- 


gress - they could have expected 
to strengthen their hold on the 
legislature. 

But with impeachment pro- 
ceedings underway, all that could 
change quickly. The decision 
would turn the next six months 
into a single-issue election cam- 
paign: should Mr Clinton be 
impeached? If, as seems posable, 
American voters continued to 
believe the case is in some senses 
a partisan act by Republicans, 
they could hit the party hard In 
thft elections. 

Faced with that prospect, many 
senior Republicans are now anx- 
ious to avoid trying to impeach 
the president on anything other 
than dramatically stronger evi- 
dence of serious presidential 
crimes. They would prefer to 
have the Stair investigation over 
quickly and out of the reckoning 
in this year’s election debates. 

Last weekend, Trent Lott, the 
party's leader in the Senate, gave 
a strong hint that this was the 
favoured approach of many of his 
colleagues in the leadership 
when he urged Mr Starr to bring 
his investigation to a speedy con- 
clusion. He even suggested the 
Congress might dispose of the 
thorny issue (if it had to) by giv- 
ing the president a slap on the 
wrist - a politically meaningless 
formal censure - and moving on. 

"He’s had enough time, and It’s 
time to show his cards,” he said. 
“He needs to wrap it up, show us 
what he’s got" 

The response from the rest of 
bis own party, however, showed 
that a light reprimand would not 
be acceptable to most Republi- 
cans. A number of cons e rvat iv es 
angrily accused the Senate leader 
of going soft on the president. 
And in a carefully aimed rebuke. 
Newt Gingrich, the House 
Speaker, responded by praising 
Mr Starr’s efforts and urging him 
to continue on at his own pace. 

And at the weekend, several of 
the party's leading contenders for 
the presidential nomination in 


2000 made it plain that they want 
the Republicans to go on the 
offensive over the president’s 
afleg nyl misdemeanours. 

A good example was Dan 
Quayle, the former vice-president 
who is already running for presi- 
dent with the backing of the par- 
ty’s conservative wing. “We have 
to do what is right for the conn- 
try” he said. “If Ken Star sub- 
mits a statement that says that 
he has reason to believe tbat per- 
jury, obstruction of justice or 
subornation of perjury was com- 
mitted, the Republicans win go 
forward with impeachment hear- 
ings.” 

The growing battle demon- 
strates the potential the issue has 
to damage the Republican party 
by widening the gap between the 
various disparate interests the 
party comprises. In some areas, 
especially in the south and west, 
the party is still as aggressively 
conservative as it was at the time 
of the “Republican revolution” in 
1994. 

The Lewsinky and Willey mat- 
ters have given them a chance to 
re-emphasise tbat their message 
of traditional religious and moral 
values in the context of social 
and economic conservatism is a 
popular one. They want the par- 
ty’s leadership to be more aggres- 
sive in attacking Mr Clinton as 
much for his alleged moral fall- 
ings as for his political wrongs. 
Most ordinary members of the 
House of Representatives associ- 
ate themselves with this view. 

But the leadership, especially 
in the Senate, is busy trying to 
take the party back to a more 
moderate track. Party elders 
such as Mr Lott believe the pub- 
lic pillorying of the president 
would prove counter-productive. 

The risk now is that Mr Starr 
will band the conservatives then- 
most powerful weapon yet 
against a president they loathe. If 
the party's leaders choose to put 
it aside, they risk opening the 
party’s wounds wider than ever. 


OBSERVER 


All change on 
Nob Hill 

For half a century, the Swig family 
has lorded rt over San Francisco 
from the swanky 600-room Fairmont 
Hotel on Nob HBL Not any more. 

The family is San Francisco “old 
money* - descendod from Simon 
Swig, a Lithuanian who arrived in the 
US penniless aged 13 and built a 
banking business. Local legend has it 
that, on a three-day trip to San 
Francisco In 1945, his son Benjamin 
bought a hotel, turned a fast profit 
and bought the Fairmont. 

Now the family Is cashing In its 
hstf share In the 91-year-old Bay City 
landmark and foe Fairmont hotels in 
Dallas and New Orleans, selling out 
to hotel investment outfit Maritz, 

Wolff and Co of Los Angeles and St 
Louis. No one’s talking numbers, but 
estimates suggest that they’ll walk 
away wtfo $200m. 

There was much talk of expansion 
four years ago when bllUonaira Prince 
Al-Waleed Bin Tala! Bln Abduiaziz 
AJ-Saud of Saucfl Arabia bought a 
half share In the group - the Swig 
company talked about having 30 
hotels wtthin 10 years. There has 
been little sign of that happening, 
and there have been rumbfings of 
disagreement between the partners. 

The death last September of 
Richard Lewis Swig, son of Benjamin 
and chairman of Fairmont Hotel 
Mangement marked foe end of the 
family's cSract Involvement In running 
the business. Around that time, 
huigry Hong Kong property group 
Great Eagle planned to buy the 


family share and team up with foe 
prince, but it afl fefl apart in 
December. 

The Swigs aren’t checking out of 
hotels altogether: they’re keeping a 
minority holdng In the Fairmont 
hotels In San Jose and Chicago. Just 

somewhere to hang their hats. 

Ballot point 

Voting against the official Hne In 
China’s parliament used to be risky - 
like befog the first to stop clapping 
after one of Joe Stalin's speeches. 

So It was a bit of a shock when 325 
delegates refused to back Li Peng as 
head of foe National People's 
congress - 200 went as far as to 
vote against him. 

It might have something to do with 
the end of the old hands-up system 
of voting on the installation of an 
electronic, push-button system last 
year, though In a country where 
bugging and phone tapping are 
considered routine, many doubt that 
votes really are secret 

Suspicion runs so deep In China 
that many read assignees of 
anonymity in official newspapers as a 
veiled warning that the electronic 
system may actually enhance 
surveillance of delegates' loyalties. 


Overturned 


Those old sparring partners 
Volkswagen and General Motors’ 
German subsidiary Opel have buried 
another hatchet 
The latest row started at the 
Geneva Motor Show when Ferdinand 
PiSch, foe Icy VW chairman, said a 


driver at a private Opel event had 
subjected a new-generation Golf to a 
high-speed “efc test* - and It had 
turned over. 

VW was unhappy about what it 
saw as an attempt to embarrass foe 
company. The Issue Is 
super-sensitive In Germany after 
Mercedes-Benz’s stubby new A 
Class landed on Its heed doing foe 
now notorious lane-change 
manoeuvre last October. 

Opal’s first response was 
understandably robust It noted that 

tests - on neutral ground - were 
regularly conducted to prepare 
dealers for discussing competitors’ 

products. In any case, the only 
person to draw attention to the 
whole affair had been PiSeh himself. 

But yesterday, in a letter to Plfich, 
Opel chairman David Henman 
apologised for the eocercisa. which he 
says wasn't approved by executives. 
Almost as fast a vofte-face as a 
jalopy meeting an elk. 

Brief encounter 

It's a couple of hundred years since 
George AHen set sail from the UK for 
Australia. Now foe taw firm he 
founded wants bright young Poms to 
follow in his footsteps. Allen Allen & 
Hemsley, one of AustraEa's biggest 
practices, is trying to tempt Brit 
solicitors with promises of sun, sea, 
suf and Sydney. 

Alien's partner Peter Jones says 
the timing is no coincidence: the firm 
is pitching “at the end of a long 
British winter and before the sun 
shines too much". 

While a beer-and-batte lifestyle is 


part of the attraction, finding good 
solicitors Is a serious business. 
Booming financial markets have led 
to a workfwkJe shortage of corporate 
finance lawyers, says Jones. 

To make matters worse. London’s 
big firms have a habit of swooping 
Into Sydney and plucking fledgling 
legal-eagles from their nests. Some - 
like Work! Bank boss James 
Wottensohn, an Allen Aflen & 

Hemsley old boy - go on to stretch 
their wings on the world stage. 

A bridge too far 

It’s no way to treat Europe’s longest 
bridge. The official opening of 
Lisbon’s Vasoo da Gama bridge on 
March 29 looks (Ice being up st a g ed 
by a publicity stunt This weekend, 
15,000 citizens wfll sit down along 
5km of tables to eat K3 tonnes of 
bean stew - in a commercial for 
washing-up Squid. 

Procter & Gamble talked 
UeopontB, the consortium which 
built the $1bn bridge. Into aBowtr^j 
the stunt to go ahead. The whole 
thing hangs on getting all the 15,000 
dishes dean and shiny with just one 
Btre of detergent Let's hope they 
don’t break too many. 

Wild bank 

A fresh Insight Into the European 
Central Barit comes from Crecflt 
Suisse First Boston's economic 
research department ‘A dear effort 
is made to quality the ECS as having ' 
a feral structure,” says the m*** 

CSFB Euro -11 weekly. Watch out 
monetary poHcy bites! 


100 years ago 

Spanish Financial Problems 
Madrid, 15th March. The facility 
wtfo which Spain has supported 
the heavy burden of the 
Insurrection In Cuba and the 
Philippines Is made the subject of 
remade In the financial Press, 

which points out that although 

during the last five months foe 
cos of the war exceeded 

300,000.000 pesetas, the note 

circulation of the Bank of Spain 

has increased onfy by a smafl 

measure, ft Is asserted here that 
no one doubts that if a fresh loan 

were required H could be raised 

as easily as the one contracted a 

year ago. 

50 years ago 

Financing bxfian Industry 
The Industrial Finance 
Corporatkfo, which Is Intended to 
carry out the function of 
supplementing ‘existing faculties 
available for the supply of meefium 
and long-term capital” to Indian 
industry, has recently been 
«febBshed in India by legtstafion. 
The Corporation, with an 
authorised capital of Rs 100 
frilHons, wfll grant secured loans 
to Industrial concerns subject to a 
maximum Hmtt of Rb 5 mflflons on 
any one loan. This will be available 
only to public fimlted companies 
and cooperative societies. 
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Greek gifts 


Greece's signal that it intends to join 
European economic and monetary union 
in 2001 has heightened debate over what 
sort of currency the euro will he. The 
tough men of Europe's central banks will 
surely want to be associated with a hard 
currency. If so, they are going about it in 
a curious way. The petty scuffle over who 
will run the European central bank is 
hardly a recipe for e tiro-enthusiasm, if 

they cannot work out who is In charge, 
how wiD they run the place? Moreover, 
talk of a “soft euro” has been further 
bolstered by the view that the fall-oat 
from the Asian crisis may actually allow 
lower European interest rates. 

In the transition to the euro, these fac- 
tors may well hold sway, albeit offset by 
possible dollar weakness as 1999 draws 
closer. Longer term, though, the funda- 
mentals point the other way: the EU is 
currently running a healthy current 
account surplus and has an excellent 
infla tion record. In relation to the ElTa 
importance as a trading bloc, the euro will 
also be extremely under-represented as a 
unit of account. This will surely change. 
The growth of Europe's capital markets 
will also create added demand for euros. 
As the market switches to greater use of 
the euro, central banks will follow suit 
and increase the portion they hold In 
their r es er v e s. 

These fundamentals will hot feed 
through to the market immediately. The 
ECB will need to earn its spurs before 
investors become fully comfortable with 
the euro. This wfh not be easy, given the 
novelty of applying a single monetary pol- 
icy to a widely different group of econ- 
omies. Agreeing a leader would be a start 

US equities 

Has Warren Buffett became a defender 
of the boom in US equities? Traditionally, 
Omaha's famous investor relishes sound- 
ing a contrarian note or two In bis report 
to Berkshire Hathaway shareholders. But 
this year he says that “thee is no reason 
to think of stocks as generally overval- 
ued” - as long as interest rates stay this 
low and returns on equity this high. 

While interest rates are expected to stay 
low, the second caveat is worth examin- 
ing. According to the latest Organisation 
for Economic Co-operation and Develop- 
ment figures. US companies' average 
return on capital is 29 per cent, compared 
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with returns of 12-15 per cent in Japan. 
Germany and the UK. Such “remarkable 
returns”, as Mr Buffett calls them, might 
well justify the market's 1998 price/earn- 
ings ratio of 25 times. But only if they are 
both real and sustainable. 

Probably, they are neither. The OECD 
figures, which do not take full account of 
replacement costs or intangible assets, are 
almost certainly too high, which points to 
lower valuations. And with returns this 
good, fresh investment should pour in 
until they drop back to the 10 per cent 
cost of equity over the long term. This is 
indeed happening: US business invest- 
ment rose 12 per cent last year and for- 
eign direct investment is increasing too. 
On top of that comes the impact of a 
stronger dollar and Asia’s slowdown. 
Whether the market crashes or not, War- 
ren Buffett will be able to say " I told you 
so” in a year’s time. 

Executive options 

Oracle. Novell and Netscape Communi- 
cations have much in common. All are 
high-technology companies that have seen 
tbetr shares slide and reacted by repricing 
their employee stock options. Oracle 
adjusted a fifth of its options down to 
market value after December’s profit 
warning knocked the shares from $32 to 
$ 22 , citing the need to hang on to employ- 
ees in a competitive market. 

That looks indefensible. Repricing 
destroys the point of stock options as an 
incentive. If they are automatically low- 
ered when share prices foil, they become 
simply another element of guaranteed 


jay. Worse, they actually reward volatil- 
ity. At Oracle, holders of the repriced 
options are already sitting on a 35 per 
cent gain as the shares have recovered. 
And by re-issuing options at a lower price, 
the company is further diluting outside 
investors, at a time when the overhang of 
unexercised options in many high-tech 
stocks is already 20 per cent or more. 

The US addiction to options is overdone. 

They can be a proper tool for motivating 

top executives who directly influence the 
share price. Lower down an organisation, 
other performance incentives are more 
appropriate. Companies like options 
because they are tax efficient and do not 
appear in the profit and loss account. But 
that does not make them free. 

UK fiscal policy 

The UK has such a history of fiscal 
irresponsibility that any move to clip min- 
isters' freedom to borrow is welcome. So 
two cheers for Gordon Brawn's code far 
fiscal stability. The reason for withhold- 
ing the third cheer is that the code still 
leaves chancellors too many loopholes 
through which to wriggle. 

Take, for a start, the government's fis- 
cal objectives: no borrowing except to 
finance investment and keeping debt at a 
“prudent" proportion of national income 
over the economic cycle. Publishing cycli- 
cally-adjusted figures will certainly help 
observers spot whether these objectives 
are being met. But it will not be possible 
to pin the chancellor down unless he also 
spells out what he means by prudent and 
commits himself not to change his 
accounting practices. 

Another niggle is that it is unclear bow 
the new long-term projections are to inter- 
face with these objectives. What if Mr 
Brown produces a forecast showing 
imprudent debt levels 10 years hence? 
Will he then have to explain himself? Or 
is he only in the hot seat if the most 
recent figure is out of kilter? Limiting 
accountability to actual performance 
dilutes the admirable focus on the long 
term - which incidentally ought to be 
defined as at least 20 years (not 10) if the 
government is serious about future gener- 
ations. Mr Brown seems to think human 
beings breed uncommonly rapidly. 

To get the most out of the new code, the 
Commons Treasury Committee will have 
to press Mr Brown to fill in the gaps. 
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Europe today 

The central Mecfiterranean. Spain, 
Portugal and the southern half of 
France will be fine and sunny. It 
win be warm in most places, and 
the southern interior of Spain will 
be quite hot The eastern 
Mediterranean will have cold 
winds, heavy showers and local 
thundery downpours. North-west 
Europe wffl be mostly dry and mfld, 
but central and eastern Europe will 
be cloudy with rain and sleet 
Scandinavia wffl be unsettled, 
although areas to the east of 
mountains, such as Oslo, should 
have a bright day. 

Five-day forecast 

Scandinavia w9l turn colder 
tomorrow, with wintry showers as 
far south as northern Denmark. 

The rest of the week will be b r ight 
but cold, with a Tew snow showers 
and severe night frosts. Central 
and eastern Europe wffl turn colder 
from Thursday onwards, but 
western Europe wffl be dry and mfld. 
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Japan appoints outsider 
to head central bank 


By Paul Abrahams in Tokyo 

The Japanese government has 
broken with tradition and appointed 
an outsider as governor of the 
scandal -shocked Bank of Japan. 

The swift appointment of Masaru 
Hayami. a former president of 
Nlssho Iwal. one or Japan's largest 
trading companies, underlines prime 
minister Ryu taro Hashimoto’s deter- 
mination to clean up the bank, 
which has been mired by corruption 
allegations. 

Mr Hayami indicated he would 
focus his energies on restoring 
confidence in the scandal-tainted 
central bank. "It is important to 
increase transparency and brighten 
the mood Inside the central bank." 
he said from bis Tokyo home last 
night. 

Yasuo Matsushita, the current 
governor, offered his resignation last 
week after a senior BoJ official was 
arrested on charges of exchanging 
market sensitive information for 
lavish entertainment It was the first 
time a senior BoJ official bad been 
arrested in the bank's 116-year his- 
tory. Mr Hashimoto initially refused 
Mr Matsushita's offer. 

BoJ governors have traditionally 
been picked from serving bureau- 



Brok with tradition: Masaiu Hayami, tha 
new Bank of Japan governor 

crats at the ministry of finance or 
from within the bank. Although Mr 
Hayami worked at the central bank 
between 1947 and 1978, his confirma- 
tion at a cabinet meeting on Friday 
will still come as a blow to the BoJ’s 
prestige. 

Mr Hashimoto was concerned tnat 
an appointment from the BoJ or the 
equally tarnished ministry of 
finance would provoke a hostile pub- 
lic reaction. 

Mr Hayami. 72. rose to become 
executive director for international 
affairs at the BoJ before leaving for 
a career in the private sector. 
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early 1990s be castigated 
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the yen's appreciation. „ „ . 

In a recent interview. Mr Hay^ 
said one of the priority 
financial deregulation was the devel- 
opment of a market for short-term 
government securities. 

Mr Hashimoto’s decision is a blow 
to Toshihiko Fukm, BoJ deputy 
chairman, who had been tipped for 
the top post. He will be nqtaced to' 
Sakuya Fujiwara, a former journalist 
and severe critic of the BoJ and min- 
istry of finance. 

Mr Fujiwara is the author of a 
book entitled The True Faces of 
Bank of Japan Governors. 


Financial turmoil hid Mexican 
drug cartel’s purchase of bank 


By Leslie Crawford fn Mexico City 

Mexican drug traffickers took 
advantage of the country's financial 
turmoil and lax regulation in 1995 
and 1996 to buy a small domestic 
bank, government officials con- 
firmed yesterday. 

It is the first admission that drug 
cartels succeeded in Infiltrating 
Mexico's weak hanking system. 

Banking supervisors said the 
attorney-general's office was investi- 
gating the links between Grupo 
Financiero Andhuac and the Juarez 
Cartel, the most powerful criminal 
organisation in Mexico. To date, 
however, no arrest warrants have 
been Issued In connection with the 
case. 

The real owners of Anahuac, 
which obtained its banking licence 
from the finance ministry in April 
1995, were uncovered only after 
regulators detected fraud at the 
bank 19 months later. 

After An£huac was placed under 


central bank intervention, banking 
supervisors discovered front men for 
the Judrez Cartel had bought a con- 
trolling stake in the bank. 

“Anahuac never reported, or 
sought authorisation, for its new 
shareholders," said Luis Felipe 
Gonzalez, an official at the National 
Ranking and Securities Commission. 
“This was an operation that went 
beyond money laundering. It was an 
attempt to take over a bank." 

Mr Gonz&lez said: “No banking 
system in the world is immune to 
infiltration by drug money.” But he 
dismissed fears, often voiced by US 
anti-narcotics agents, that Mexican 
banks became particularly vulnera- 
ble to drug cartels during the near- 
collapse of the financial system in 
1995. 

The devaluation of the peso, triple- 
digit interest rates and an avalanche 
of loan defaults wiped out the capital 
of most Mexican banks and 
unleashed a scramble for new equity 
partners. A dozen banks buckled 


under the weight of loan defaults 
and were placed under central bank 
intervention. Despite the growing 
power of Mexican drug cartels - US 
authorities believe they control one- 
third of the $50bn market for illegal 
drugs in the US - it was only in May 
1997 that Mexico introduced laws to 
detect and combat money launder- 
ing. 

Since then, banks have been 
obliged to submit quarterly reports 
on “suspicious transactions" to the 
National Banking and Securities 
Commission. 

However, banking officials admit 
drug cartels can still exploit loop- 
holes in the new regulation, particu- 
larly because foreign exchange 
houses are not subject to the same 
reporting requirements as banks. 

Banking officials said the control- 
ling stake in Anahuac was held by a 
foreign exchange bureau in Ciudad 
Juarez, on the US bonier, widely 
believed to be a front for the Juirez 
cartel 
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INSIDE 

S6S pressed to sell GAB Robins 

Societe Generate de Surveillance, the world’s biggest 
testing and Inspection company, is under pressure to 
seU GAB Robins, Its poorly performing US loss 
adjusting business. SGS, based in Geneva, said GAB 
Robins would now be managed separately from New 

York. Analysts believe the move could be the first 
step towards the sale of GAB Robins. Page 23 

LVMH hit by crisis in Asia 

LVMH, the French luxury 
goods group which is 
presenting its annual 
results today, makes 
about 40 per cent of Its 
sales In Asia. Its exposure 
to the crisis-ridden region 
rose when ft bought 61.25 
per cent of DFS, a duty- 
free shopping chain, most 
of whose business is 
done around the region. 
Bernard Amauft. left, 
LVMH chairman, says costs are being reduced by 
renegotiating rents, cutting head office staff, adjusting 
sales forces and reducing stocks. Page 23 

Stora chief pledges to double profits 

On taking over as chief executive of Stora last week, 
Bfom Hagglund pledged to cut costs and double the 
Swedish forestry group’s profits within three years. 

Mr Htigglund’s problem Is that his efficiency/growth 
package will only bring Stora back to where it should 
already be. From being Europe's largest paper com- 
pany at the start of the decade, Stora is the conti- 
nent's fourth largest producer. Page 22 

Investors jostle tor Greek bargains 

The Athens stock market celebrated the drachma’s 
entry to the European exchange rate mechanism In 
style. Investors were lostOng for bargains In Greek 
shares following Saturday's 12.1 per cent devaluation 
of the currency. Page 38; Currencies, Page 27 

Asia’s milkman left out in the cold 

Falling demand in Indonesia. South Korea, the Philip- 
pines and Malaysia Is becoming a headache for the 
New Zealand Dairy Board, which calls itself Asia's 
milkman. New Zealand Is a leading supplier of dairy 
products to Asia and the region's financial problems 
are likely to cost it at least NZ$70m (US$41 m) this 
season. This compares with the dairy board’s total 
worldwide sales of more than NZ$8bh. Page 28 

Cracks emerge in cement industry 

Pakistan's cement manufacturers are In the cpip of 
another potentially damaging price war. The sector 
has been hit by escalating production costs and slug- 
gish demand matched by a falHn cement stocks In 
the past year, analysts say. Page 19 

Strong performance for US equities 

US equities wars upbeat , buoyed by a positive Inter- 
est rate. backdrop, a wave of mergers and favourable 
comments by warren Buffett But not ail the news for 
equities was good. Shares in McDonald's went down 
on Mr Buffett's report to shareholders In Berkshire 
Hathaway, his Investment vehicle, that he had cut his 
stake in the US fast-food company. Page 38 


BTR raises $lbn on sell-offs |S| 


UK conglomerate nears goal of becoming pure engineering group 


By .Andrew Edgecflffe-Johnson 

BTR, the UK conglomerate, 
yesterday raised about £650m 
($lbn) with the sale of two 
international building materi- 
als businesses, signalling fur- 
ther progress towards its goal 
of becoming a pure engineer- 
ing company. 

CVC Capital Partners, the 
UK private equity group, is 
buying both Formica lami- 
nates and the Australian build- 
ing products division. 

The sale means BTR’s chief 
executive, has completed four- 
fifths of the second phase of a 
disposal programme 
announced last September 
after the City deemed an ear- 

Telefonica 
to go ‘on 
offensive’ 
in overseas 
expansion 

By Tom Bums in Madrid 

Telefbnica de Espafia the 
Spanish telecoms group, yes- 
terday announced a corporate 
reorganisation and said it 
would launch its buoyant 
international division on the 
stock market as part of an 
ambitious overseas expansion . 

The group, which disclosed 
plans to raise fresh capi tal ear- 
lier this month, said it was 
going on the “offensive" with 
the capital increase worth 
some Pta750bn ($4.9 bn). 

The aggressive strategy 
cranes in the wake of a sus- 
tained and strong increase in 
the Spanish carrier’s market 
capitalisation. It also follows a 
partnership agreement with 
Portugal Telecom and of a key- 
note international alliance 
that Telefbnica signed last 
week with the US operators 
WorldCom and MCL 
"Before, we were on the 
defensive, but now we are 
going on the attack from a 
postion of strength and with 
our new allies." said Juan 
Villalonga, the group's 
chairman. 

Teleffinica has agreed its 
new alliances following the 
end of its ties with British 
Telecom last month. BT has 
said it plans to challenge Tele- 
fbnica’s dominance of the 
domestic Spanish market. 

Teleftaica also reported an 
18.6 per cent rise in net earn- 
ings to Ptal90.lbn last year 
and its share price has risen 
by more than 100 per cent 
since January 1997. 

Mr Villalonga will seek 
approval at Telefonica's 
annual shareholders meeting 
today for the issue of 117.4m 
new shares. He indicated its 
proceeds would be principally 
routed towards Brazil. 

Tisa, Teleffoica’s profitable 
international unit, already 
manages a regional operator in 
Brazil and is eyeing further 
privatisation opportunities 
later this year under an initial 
partnership agreement with 
Portugal Telecom that could 
be enlarged to include MCL 
Tisa, which owns telecom 
as sets in Argentina, Chile, 
Pern and Puerto Rico, is ear- 
marked fbr a market offering 
next year. Mr Villalonga said 
the listing would enable the 
stock to build up liquidity 
ahead of the acquisition of 
stakes in Tisa by MCI and 
Portugal Telecom. 

He will also outline to share- 
holders his ideas for flat or 
reduced dividend payments to 
boost the company’s growth 
and ensure enhanced value for 
the stock. “Paying increased 
dividend is not an imperative 
when we can offer such an 
enormous potential for 
growth,” said Mr Villalonga. 

In addition to Brazil. Tele- 
i fbnica plans to invest in 
Mexico and in the US. 

Shareholders will also be 
| asked to back the creation of a 
; holding company called simply 
Telefinica to mirror the new 
m ultinatio nal image the group 
seeks to project 
TelefOnica Espana will 
become a subsidiary unit on 
the lines of -Tisa. with respon- 
sibility for basic telephony in 
Spain. 

The holding will create two 
new units - Telefonica Media 
to run the group's burgeoning 
domes tic media interests and 
Telefonica totemacional D, a 
joint venture with Portugal 
Telecom that will seek busi- 
ness opportunities in new 
areas such as Morocco. 


Her seO-off had not gone far 
enough. 

Investors bad been pleas- 
antly surprised by the et.2m 
disposal of BTR’s bottling busi- 
ness two weeks ago, but the 
group’s shares slipped 2 \ ip to 
193V&p yesterday as analysts 
said the £650m price tag was in 
line with expectations. 

CVC, the private equity 
group which bought itself out 
from Citicorp in 1993. did not 
split out the prices for Formica 
and Australian building prod- 
ucts. which have both suffered 
from falling profits. 

Donald Mackenzie. CVC's 
managing director, said; 
“These businesses have been 
lost in an enormous conglom- 


erate. They became unloved, 
lost senior management and 
drifted." He added that CVC 
would provide investment and 
fund acquisitions “with a view 
to flotation in due course". It 
has already lined up one acqui- 
sition for about jannrri (£l20m), 
he gflid. 

CVC bought businesses with 
a combined turnover of £2.7bn 
in 1997, but the latest acquisi- 
tion is by far its largest. 

It is understood CVC origi- 
nally hoped to buy the bottling 
businesses as well, but could 
not match the offer from 
Owens-Illinois of the US, 
which had technology licen- 
sing agreements with BTR’s 
bottling division. 


Schroders, which advised 
BTR on the building materials 
businesses, had appointed bro- 
kers to investigate a possible 
flotation in Australia. It con- 
cluded, however, that CVC's 
cash offer was preferable to 
the risk and delay associated 
with an initial public offering. 

BTR, which paid 5620m for 
Formica in December 1994, will 
realise a £520m loss on dis- 
posal after the reinstatement 
of goodwill. Mr Strachan said, 
however "This was the combi- 
nation that gave us the best 
possible price. 

"We had to weigh up the 
uncertainty of an initial public 
offering and the Australian 
market and another three 


months of business exposure. I 
do not know what the market 
would have been like in three 
months time in Australia.” 

Wasserstein Perella, which 

advised BTR cm the Formica 
disposal, is believed to have 
received approaches from 
other financial buyers. One 
BTR adviser said, however 
“Accepting CVC's offer was 
not a difficult decision. There 
was not much agonising." 

The two businesses, which 
employ 8,100 staff had sales of 
about £800m last year and 
made profits of £65m. Formi- 
ca’s profits had suffered partic- 
ularly badly in the US. 
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Ciba’s profits increase by 84% 
in its first year of independence 


By Roger Tayfar 

Ciba Speciality Chemicals of 
Switzerland yesterday reported 
a strong rise in underlying 
profits for its first year as an 
independent company. 

However, the results were 
hit by higher than expected 
exceptional charges to cover 
the cost of its demerger from 
Novartis, the pharmaceuticals 
group, and a fall in the value 
of its Asian assets. 

Excluding the exceptional 
charges. Ciba reported an 84 
per cent increase in pre-tax 
profits to SFrS71m ($394m) 
from last year’s SFr3llm on a 
sales increase of 19 per cent to 
SFr 7.8bn (SFr 6.7bn). 

Rolf Meyer, chairman, said 
yesterday the strong underly- 
ing results demonstrated suc- 
cess at creating a performance 
oriented culture with the intro- 
duction of incentives schemes 
and the adoption of US 
accounting standards. He said 
Ciba was one of the first large 
Swiss companies to adopt US 
accounting and disclosure 
practices. 

He added that Ciba’s incen- 
tive scheme, which requires 
senior managers to invest one 
year's salary in the company's 
shares, was being extended. A 
new long-term share option 
plan will be introduced next 
year for 550 managers as well 
as a scheme allowing employ- 
ees to buy CTnaTi amounts of 
shares at a 15 per cent 
discount. 

The company is also increas- 
ing the amount of pay awarded 




Sitting pretty: Ci*a chief executive H er mann Vbcfcka, left, and chairman Rolf Meyer. Picture Reuters 


on the basis of hitting eco- 
nomic profit targets. 

Pre-tax profit was reduced 
by exceptional charges of 
SFr373m. Most of the excep- 
tinnals were to cover the cost 
of Ciba’s demerger from 
Novartis in March last year. 
The shares, which floated at 
SFrllO, closed down SFrL5 at 
SFT187 yesterday. 

The company paid a divi- 
dend of SFH2 and earnings per 
share were SFr&3& 

An extra SFr70m was 
charged to cover the write- 
down of the company’s Asian 
assets following the region’s 
economic problems. 


However. Ciba said it did not 
expect the problems to signifi- 
cantly impact on earnings this 
year as only 8 per cent of the 
company’s sales were exposed 
to affected countries. 

Analysts said the results 
were broadly in line with 
expectations despite higher 
than expected exceptional 
charges related to tbe restruct- 
uring of the group. 

Mr Meyer defended his deci- 
sion to buy Allied Colloids, the 
UK speciality chemicals group, 
earlier this year for £1.42bn 
(£L37bn) in the face of criti- 
cism from analysts that the 
price was too high. 


He said he was confident of 
building up operating margins 
from 16 per cent to 19 per cent 
by 1999 at which point he 
believed tbe acquisition would 
be earnings enhancing. 

He added that such calcula- 
tions took no account of possi- 
ble additional benefits to be 
gained from sales synergies 
between the two companies. 

David Farrar, chief executive 
of Allied Colloids, said the deal 
would allow Colloids to sell 
products to new markets, such 
as personal care products, that 
are served by Ciba. 


raises bid 
for Florida 
credit 
insurer 

By WBBam Lewis In Hew York 

Cendant, the international 
direct marketing group, yester- 
day raised the stakes in the 
bid battle far American Bank- 
ers insurance, increasing its 
offer for the Florida-based 
credit insurer by approxi- 
mately 15.5 per cent to $3.1 bn, 
or 567 a share. 

This compares with Ameri- 
can International Group’s offer 
of S2.7bn, or $58 a share, which 
has been accepted by the ABI 
board. 

Neither ABI nor AIG made 
any immediate response to 
Cendant’s new offer. People 
close to ABI said its board 
would meet today to discuss it 

Henry Silverman. Cendant's 
chief executive officer, said: 
"We remain committed to 
acquiring American Bankers 
because of the compelling stra- 
tegic and economic benefits 
that will result from combin- 
ing our direct marketing 
strengths, distribution chan- 
nels and customer base with 
ABTs products and customer 
relationships.” 

The bid battle started in 
December when AIG 
announced a $2.2bn agreed 
offer for ABL In January Cen- 
dant launched an unsolicited 
$2.7bn bid, matched by AIG 
earlier this month. Cendant's 
new offer would involve its 
purchasing 235m ABI shares 
through a cash tender offer 
and paying $67 a share in Cen- 
dant shares for the remainder 
of ABI's outstanding shares. 
Cendant says that, "even at 
this new price”, it expects the 
acquisition to be accretive to 
earnings in 1998. 

The battle between AIG and 
Cendant has become particu- 
larly acrimonious. Cendant 
launched a lawsuit to force 
AIG to allow ABI to talk to it 
about its takeover offer. This 
month pressure from share- 
holders led AIG to back down 
and permit ABI to talk to Cen- 
dant. Mr Silverman said yes- 
terday that discussions with 
senior executives at ABI had 
enabled him to identify new 
potential growth opportunities. 

Cendant was formed by last 
year’s $llbn merger of HFS, a 
series of franchises from hotels 
through car hire to property, 
and CUC, a direct marketing 
company working through 
membership clubs. 

In morning trading on Wall 
Street. ABI shares rose $3& to 


Test results for 
Unilever spread 
hit Raisio shares 


This is tomorrow calling 


By Tan Burt in Stockholm 
and John Wfflrean in London 

Unilever, the world's biggest 
margarine producer, yesterday 
confirmed its Van den Bergh 
subsidiary was developing a 
spread that can reduce choles- 
terol levels in the body by up 
to 10 per cent. 

The news led to a sharp fall 
in tbe shares of Raisio, the 
F innish food and chemicals 
group that has seen its share 
price soar 15-fold in tbe past 
two years after discovering 
Benecol, a cholesterol-blocking 
margarine ingredient The 
group’s shares fell FM90 to 
FM790 after tbe Unilever 
announcement, but later 
recovered to FM845 after Rai- 
sio confirmed it was on course 
to launch its product in the US 
in autumn. Unilever’s shares 
were largely unaffected, end- 
ing 2p down at 556p. 

Raisio said its product had 
so far proved tbe most effec- 
tive in clinical tests. In Fin- 
land, it has achieved a market 
shar e of more than 20 per cent 

"We have a considerable 
time advantage over ' our 
potential rivals in that our 
product has already been on 
the market - In Finland - for 
a couple of years," it said. 

Hig h cholesterol is found in 
animal fats and linked to heart 
disease. The Unilever spread 
contains phytosterd, tbe plant 
equivalent of cholesterol, 
which reduces its absorption 
in the digestive system. 

Benecol. which has yet to be 
approved by the US Food and 
Drug Administration, relies 
mainly on a combination of 
sterol and stanol ester, two 
raw materials extracted from 
wood pulp and vegetable oil. 


The main obstacle to large- 
scale production Is a shortage 
of the raw materials. 

The Unilever product is a 
vegetable oil extract, which 
might be easier to produce in 
bulk. Two of the three inde- 
pendent clinical trials have 
been completed, with the 
third, at John Radcliffe Hospi- 
tal in Oxford, almost finished. 

Unilever, the Anglo-Dutch 
consumer group, is preparing 
to seek approval from tbe 
European Union’s Novel Foods 
Committee. Unless the trials 
throw up unexpected prob- 
lems, Unilever will launch its 
new spread early next year. 

Raisin ’s margarine is expec- 
ted to be launched in North 
America in autumn, as part of 
a worldwide distribution and 
marketing agreement with 
Johnson & Johnson, the US 
healthcare group. 

In tbe US alone, there are an 
estimated 90m people with 
high cholesterol levels. 

The new product would join 
a handful of others In the mar- 
ket fbr nutriceuticals or func- 
tional foods that claim to 
improve the health of 
consumers. 

Analysts believe such prod- 
ucts could generate significant 
demand from consumers using 
them as a preventative dietary 
aid, as well as those with high 
cholesterol levels. 

Several other large con- 
sumer groups have experi- 
mented with marketing func- 
tional foods. Quaker Oats, the 
US food group, has had the 
most success in establishing 
health-giving properties in its 
products. Following research 
that showed oatmeal reduced 
cholesterol, it now makes the 
claim on its packaging. 
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COMPANIES & FINANCE: THE AMERICAS 
TELECOMS 360 COMMUNICATIONS' BRIEF LIFE AS AN INDEPENDENT COMPANY COMES TO AN END 


Alltel in $4bn move for wireless group 


By Hchanl Waters In New York 

The latest wave of 
acquisitions in the US tele- 
communications industry 
gained momentum yesterday 
with the $4t>n purchase by 
Alltel of 360 Communica- 
tions, one of the biggest pure 
wireless companies. 

The deal reflects the pres- 
sures which have driven 
other recent combinations, 
including last week’s $4bn 
acquisition by Qwest of LCI: 
an attempt to cut costs by 


combining separate net- 
works. while amassing 
greater financial strength 
and flexibility to compete in 
what has become a fast- 
consolidating market 

For Alltel a mainly local 
carrier based in the south- 
east and. mid- west which 
already has a stock market 
value of $8bn. the purchase 
will bring a stronger wire- 
less presence in markets it 
already serves. 

Both companies are 
largely dependent on the 


south-east - a region domi- 
nated by Bell South, one of 
the five Baby Bells - and 
both operate mainly in small 
cities and rural areas. 

For 360 Communications, 
the deal represents the end 
of a brief and not entirely 
happy spell as an indepen- 
dent company following a 
spin-off from its parent. 
Sprint, two years ago. 

The spin-off left Sprint free 
to pursue a joint venture 
with a group of cable TV 
companies, known as Sprint 


PCS, to create a digital wire- 
less network from scratch. 
Since then, 360 has suffered 
from a patchy earnings 
record and a sagging stock 
price. 

Its shares remained stuck 
at about $20. well below the 
price at tbe time of the 
spin-off before soaring this 
year on takeover specula- 
tion. The stock peaked at 
$35% last Friday, as rumours 
of an impending deal swept 
Wall Street, but fell back to 
$31 ft yesterday morning 


after news of tbe acquisition 
emerged. 

Alltel said it would issue 
0.74 of a share for each 360 
share. Its own stock fell by 
$lib on the news, to $44%. 

The two companies said 
they would save $100m a 
year by 2000. mainly by 
using a fibre-optic 
long-distance network being 
built by Alltel to carry traf- 
fic that originated on the 360 
network. 

Other savings - and 
higher revenues - would 


come From combining the 
sales channels of the two 
companies, they added. 

Like other companies in 
the iudustry. the two said 
their combination would pro- 
duce a company capable of 
producing a broader array of 
telecoms services, Including 
local, long-distance and wire- 
less services. 

With 2.6m customers, 360 
is the second largest pure 
wireless company to be 
listed on the stock market, 
behind AirToucb. 


Aetna to 
acquire 
NYLCare 
for $lbn 

Aetna, the US life and health 
insurer, has agreed to buy 
New York Life Insurance 
Company's NYLCare Health 
Plans unit for $1.05bn cash, 
plus possible additional pay- 
ments contingent on future 
performance, AFX- News 
reports from New York. 

Aetna said it expected to 
finan ce the transaction with 
fixed-income securities and 
revealed that the deal has 
been approved by the boards 
of both companies. 

Tbe agreement, which is 
expected to be completed in 
the third quarter, is subject 
to state and federal 
approvals. 

Aetna said the acquisition 
should be earnings- 
enhancing within one year 
of closing. Dan Messina, 
Aetna chief financial officer, 
said this acquisition would 
be executed more slowly and 
carefully than the 1996 
purchase of US Healthcare 
for $8.2bn. 

Attempts to assimilate US 
Healthcare rapidly last year 
forced Aetna to take a 
fourth-quarter charge of 
$30im for severance and 
facilities costs. 

“We learned valuable 
lessons from the integration 
of US Healthcare and we see 
minimal service obstructions 
at NYLCare,” Mr Messina 
said. 

To avoid unnecessary 
charges and inconvenience 
to patients, Mr Messina said 
Aetna would take up to 30 
months to complete the 
integration. It would begin 
in NYLCare ’s smaller 
markets and work up to its 
holdings in metropolitan 
areas such as New York and 
Washington. 

He said Aetna expected to 
eliminate some jobs when it 
reached the metropolitan 
areas, due to administration 
duplications. However, it 
believed many of the redun- 
dancies could be achieved 
through normal attrition. 

He declined to estimate 
the number of redundancies. 

Once achieved, Aetna 
expected the integration to 
save about $45m-$50m in 
administrative costs. 


Iomega shares slide 
on warning of loss 


By Louise Kehoe 
in San Francisco 


Shares in Iomega fell sharply 
yesterday when the US man- 
ufacturer of back-up storage 
systems for personal com- 
puters warned it expected a 
loss for the first quarter. 

The company, which 
makes the popular Zip drive 
and other removable com- 
puter disk drives, said it 
expected to report a loss of 
between $!0m and $25m. 

The Utah- based company 
said revenues would be flat, 
compared with the same 
period a year ago. and that it 
expected to be cash-flow neg- 
ative for tbe quarter. 

In the first quarter of 2997. 
Iomega earned $23m, or 9 
cents a share (adjusted for a 
two-for-one stock split) on 
sales of $361.3m. 

Analysts had expected the 
company's earnings to at 
least match last year's first- 
quarter result. 

Iomega shares fell $1£, or 
18 per cent, to $7A in mid- 
session yesterday. Tbe one- 
time Wall Street favourite 
was trading as hi gh as $16% 
just three months ago. 

The company first 
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attracted broad investor 
attention in 1996, largely as 
a result of enthusiastic cov- 
erage by "Motley Fools”, a 
popular stock market inter- 
net web site. 

The shares generated a 258 
per cent average compound 
annual return between the 
end of 1994 and the end of 
last year. However, they 
have since dropped sharply. 

Iomega’s flagship product 
the Zip Drive, is used to cre- 
ate a back-up copy of data 
stored on a PC. Much of 
Iomega's past profits have 


come from sales of disks - 
removable storage media 
used with the Zip Drive. 

The company said ship- 
ments In all regions were 
lower than expected, particu- 
larly in international 
markets. 

“The shortfall in sales, 
combined with over S20m in 
incremental marketing 
expenses, appear to be the 
main factors contributing to 
our expected loss," said Kim 
Edwards, president and chief 
executive: 

Slower International sales 
may be linked to new compe- 
tition. Nomai, a French 
company, is offering a com- 
patible product at a price 
about 30 per cent lower than 
Iomega's. 

Iomega has become entan- 
gled in an extensive legal 
battle with Nomai in efforts 
to enforce its intellectual 
property rights in Europe 
and the US. 

Intense price pressure in 
the PC market may also be 
having a negative effect on 
Iomega’s sales, industry 
observers said. 

Extra equipment such as 
Zip drives Is being left out to 
keep prices to a minimum. 


Safety-Kleen 
agrees merger 


By Scott Morrison In Taranto 

Laidlaw Environmental 
Services, part of Canada's 
Laidlaw group, announced 
yesterday the end of a bitter 
three-month takeover battle, 
after it agreed a USS2.lbn 
merger with Safety-Kleen. 
the US waste recycler. 

Safety-Kleen said it would 
vacate board seats in propor- 
tion to the percentage of 
shares tendered to Laidlaw. 
which last week demanded 
that the entire group of 
directors resign to enable a 
new board to execute the 
merger. Laidlaw said then 
that Safety-Kleen was 
required to give up control 
of the hoard as a condition 
to complete the transaction. 

Safe ty-K lean’s eight direc- 
tors had blocked the bid for 
months by refusing to 
endorse it. However, the 
directors yesterday 
announced that they would 
unanimously support the 
merger agreement and rec- 
ommend it to shareholders, 
who have until March 27 to 
tender shares. 

Laidlaw has increased its 
offer and will pay Safety- 
Kleen shareholders US$18.30 
a share in cash and 2£ Laid- 


law shares for each Safety- 
Kleen share. That raised the 
nominal value of the trans- 
action to US$2. lbn, from 
US$2bn, including US$24Gm 
in debt. 

Laidlaw said about 41 per 
cent of Safety-Kleen 'a 58.5m 
shares had been tendered as 
or Friday. Its offer is condi- 
tional on obtaining control 
of two-thirds of Safety- 
Kleen's outstanding shares. 

The two companies have 
been at odds since Laidlaw 
made an unsolicited offer for 
Safety-Kleen. which was 
already pursuing a merger 
with Philip Services, another 
Canadian waste group that 
had offered US$1 Abo. 

Safety-Kleen’s sharehold- 
ers rejected Philip's offer, 
leaving the board with little 
alternative than to pursue 
talks with Laidlaw. 

Safety-Kleen's unease over 
the Laidlaw offer was 
thought to centre on the 
share element of the consid- 
eration and questions over 
whether the synergies 
claimed by Laidlaw could tie 
achieved. Safety Kleen 
shares were up slightly at 
$2S& in midday trading, 
while Laidlaw was 
unchanged at $4%. 


Top DMG bankers hit at ‘rumours’ 


By waGam Leads In New Yotk 


Deutsche Morgan Grenfell's 
best known US investment 
bankers have hit out at 
“false rumours" being 
spread by “envious competi- 
tors" and have pledged their 
future to the German bank. 

Written by Frank Quat- 
trone, chief executive officer 
of DMG's technology group, 
a letter to clients states that 
a recently announced Deut- 
sche Bank restructuring will 
not affect the technology 
group's performance and 
that the group is not being 
offered for sale to competitor 
investment banks. 

The letter alleges that 
competitors are “attempting 
to stall our progress by 
spreading fear, uncertainty 
and doubt - many of you 
have been victimised by this 


phenomenon". The letter 
concludes: “We are here to 
stay. Please trust us.” 

The decision to send the 
letter to clients follows grow- 
ing concerns among DMG 
staff and some clients about 
Deutsche's commitment to 
investment banking in the 
US. Last month Carter 
McClelland resigned as DMG 
joint head of Investment 
banking after the German 
bank announced a reorgani- 
sation that would combine 
DMG. its investment bank- 
ing arm, with its commercial 
bank to create a new whole- 
sale bank. 

US-based staff believe that 
Deutsche Bank is scaling 
back its North American 
ambitions, while executives 
in London and Frankfurt say 
that a global strategy 
remains in place but US 


costs have spiralled out of 
controL 

The letter is also signed by 
the two other senior bankers 
in DMG's technology group 
- George Bouttros, head of 
mergers and acquisitions, 
and Bill Brady, head of cor- 
porate finance. It is also 
signed by Josef Ackermazm 
and Ronaldo Schmitz, mem- 
bers of the Deutsche hoard, 
and Robert Allardice, presi- 
dent and chief executive for 
Deutsche in North America. 

DMG announced yesterday 
that Thomas Galvin, chief 
equity strategist at DMG, 
had resigned and would be 
jo ining Donaldson Lufkin & 

Jenrette, the US investment 
bank. DMG said that his 
decision was unrelated to 
the reorganisation and that 
it represented a “wonderful 
career opportunity for Tom". 



Frank Quattrone: DMG's technology group not for sale 
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IMAGING 


Eastman Kodak chief upbeat 

Eastman Kodak, the US 

“rough" first quarter and a less tougn secon qu*u 

asawhole will show significant .George 

Fisher, chairman and chief executive. 

we're going to have a decent year. Improving 

tai «2T*MrFfaher said. “It's skewed more toward the end of 

!S year 'than the front of the year. The 

the second quarter less tough, this year better, and naxr yaartwt 
ter,- he said. -The costs are coming out yaduafiy, and the profits 
are Improving gradually.” aftar a 

Kodak earned $5m In 1997, or one cent 
quarter charge of $1 .5bn for restructuring and asset 
and a first-quarter write-off of *«6m ftom 
Wang software business. Kodak had 1996 profits of $1-288bn, or 
$3.82 a share. Reuters, New York 

MEDICAL DIAGNOSTICS 

Abbott to buy Murex 

Abbott Laboratories, the US drugs and medical technology com- 
pany. said yesterday it had agreed to acquire international Murex 
Technologies, a medical diagnostics company that makes infec- 
tious disease screening products, in a cash offer valued at about 
$a34m, or $13 a share. „ 

“The diagnostics market continues to evolve and consolidate, 
said Robert Cuslck. vice-chairman, president and chief executive 
officer of Murex. “Size and economy of scale are necessary to 
remain competitive. This transaction will provide our existing and 
new products the formidable support of the world's leading diag- 
nostics company," he added. “In return we provide Abbott with 
unique technologies, an extensive microtiter plate infectious dis- 
ease product fine and our patient monitoring portfolio.” 

Murex had revenues of $106m last yean its shares closed on 
Friday at $10fi. Abbott had sales of S11.9bn in 1997. and its 
stock closed on Friday at $77%. Reuters, Chicago 


REITS 

CapStar and AGH to merge 

CapStar Hotel and American General Hospitality have ajpeed to 
merge to form a real estate Investment trust (Reft) wfth a market 
capitalisation of about $3bn. The companies said the terms of the 
deal call for CapStar to spin off its hotel operations and manage- 
ment business to its shareholders as a new corporation, to be 
called MeriStar Hotels & Resorts. CapStar then will marge into 
AGH in a tax-free reorganisation. 

The Rett, to be named MeriStar Hospitality Carp, will own 110 
hotels In 30 stales and Canada, the companies said- Upon com- 
pletion of the spin-off and acquisitions, MeriStar Hotels will own 
and manage 202 hotels in 31 states, they added. Based on cur- 
rent market conditions, the companies said they estimated the 
Initial value of MeriStar Hotels would be between $2.50 and $3.50 
a share. 

The two companies expected to realise cost savings in the first 
year of $5m-Sl0m. They also expected the merger to be accre- 
tive to 1998 earnings. Paul Whetsell, CapStar chairman and chief 
executive, will become chairman and chief executive of the com- 
bined company, while Steven Jams, AGH chairman and chief 
executive, will become vice-chairman and chief operating officer. 
The Reit will have headquarters in Washington, with large regional 
and accounting operations in Dallas. Reuters, New York 

Comments and press releases about International 
companies coverage can be sent by e-msaf to 
intemational.companies^fLcom 


Philips Electronics N.V. 

Eindhoven, The Netherlands 


DIVIDEND 1997 

At the ordinary General Meeting of Shareholders held on 16 March 1998 
a dividend for the financial year ended 31st December 1997, was 
declared at NLG 2.00 per Ordinary Share of NIG 10.- nominal value 
(ex-dividend date: 17 March 1998). 

The dividend win (on share certificates in 'CF-form and on shares in the 
form of an entry in the Company's share register in the Netherlands) be 
payable in cash as of SI March 1998. Such dividend payment is subject 
ta deduction of 25% Netherlands Withholding Tax on dividends. 

CF-shares: The dividend payment fo the UK wiS be made through the 
Company's paying agent, Barclays Bank PLC, 8 Angel Court, Throgmorton 
Street, London EC2R 7HT, to the CF depositaries fo the UK in accordance 
with their respective positions in the books of the CF Amsterdam on 
16 March 1998 at the close of business. 

Under the double taxation agreement between the United Kingdom aid the 
Netherlands, the 25% Netherlands Withholding Tax on dividends is reduced 
to 15% for dividends paid to residents of the United Kingdom (Great Britain 
and Northern Ireland with exception of the Channel Islands and the Isle of 
Man) which is crecfitable against the United Kingdom income Tax due in 
respect of the dividends. The deduction of United Kingdom Income Tax from 
the dividend payment at the reduced rate of 5% instead of at the normal rate 
of 20% recognises a provisional allowance of credit for the Netherlands 
Withholding Tax of 15%. 


Eindhoven, 17 March, 1998 


Tire Board of Management 




U.S. $400,000,000 

Hydro-Quebec 

Undated 

Floating Rate Notes, Series GL, 

Unconditionally guaranteed as to payment 
of principal and interest by 

Province de Quebec 


Interest Rate 
Interest Period 

Interest Amount per 
U.S. SI 0,000 Note due 
17th September 1998 


5.8125% per annum 
17th March 1998 
17th September 1998 

U.S. $297.08 


Credit Suisse First Boston (Europe) Ltd. 

Agrot 


U.S. $150,000,000 



Bank of Ireland 

(Established In Mart by Owner in 1793, and having MtetillabBfy) 

Undated Floating Rote Primary Capital Notes 

Inaccordance with the provfaionsof the Notes, notice is hereby 
given mat tor the three month Interest Period town March 17, 
1998 to June 17, 1998 the Notes win carry an Interest 
Rate of 6% per annum. The Interest payable on the 
relevant merest payment date, June 17, 1998 wM be 
U-$. $153.33 per U.S. $10,000 principal amount. 

By: The Chase Manhattan Bank 
London, Agent Bank 


March 17, 1998 


l CHASE 


Financial Times Seminars 

Privatisation of the 
Brazilian Power Sector 


Wednesday 1 April 1998 

at the Financial Times, One Southwark Bridge, London SE1 9HL 


Although Brazil has been slower than other Latin American countries 
to privatise, the government has now outlined an ambitious 
programme which some estimate could raise US$60bn over the next 
two years. The seminar will examine the rationale behind this 
optimism and will ask why the time is now right for Br ayi -r a 
privatisation. dZI " an 

Chaired by Stephen Fidfer, the FTs Latin America Editor thr- ^ - 
will be addressed by Brazil’s Finance Minister Mr Pedro Malan s 
representatives from the state and private sectors wil^drawTn 
experiences from previous privatisations and will asses* , 

for investment in the light of recent regulatory changes. P ° tGnt,a 


For further information please contact; 
Julie Arnold on 
Tel: +44 17l 873 4816 
Fax: +44 17t 873 3595 

Email: Julie.arnold@ft.com 

FINANCIA L TIMES 

No FT. no comment. ~ 
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SmarTone to Cracks emerging in Pakistan’s cement industry 

"L 11 _ r Tfr . Wf Sector is gripped by a price war as costs have escalated and demand has declined, says Fartian Bokhan 

l/lly Mr ™JVlUS rxaklstan's cement manu- tokishmcBaxat encouraging new produi 

O 1 of another potentially SS2i£ n S!Sf SSSS ' ' * cem0m . replace bricks. Cement » 

f rv V T T|7 S' damaging price war. ttmrtwto;ll99Mt_i«| mi . husinoS30S raise ducers also want the gora 

Tflr rl Mi. %. / "4#%1TI The AU Pakistan Cement 1 Dusinesses raise mem to use concrete rati 

/ ^/UUI «o-V ■ — <;«,* their orices to cut Rian asphalt in all constn 


By Loose Incas in Hong Kong 

SmarTone Telecommunica- 
tions Holdings, Hong Kong’s 
third biggest mobile tele- 
phone operator, is to pay 
HK$736m (US$95m) for 

P-PIus Communications, a 
fledgling second-generation 
mobile network. - 

The deal follows a similar 
purchase by Hongkong Tele- 
com, the territory’s domi- 
nant carrier which - wra 
SmarTone - failed to win a 
personal communications 
network (PCN) licence two 
years ago. Both had sought 
licences as a means of 
increasing their subscriber 
capacity. 

Consolidation within the 
highly competitive sector 
had been widely expected. In 
1996, when the market was 
shared by four companies, 
the government awarded sis 
new PCN licences, unleash- 
ing a price war and eroding 
the generous profit margins. 

SmarTone said the acquisi- 
tion gave it nearly 500,000 
customers, and that it would 
be able to save costs because 
of synergies between the two 
networks. Hubert Ng. chief 
executive, said P-Plus had 
invested more than 
HK$600m in the network, 
which meant SmarTone was 
now paying a premium of 
around HKJlOOm. 

“1 think the price we are 
paying is fair value," he 
said. Analysts broadly 
agreed: Tt shows valuations 
in the cellular sector are 
coming off sharply," said 
Gantum Kapoor, regional 


telecoms analyst at ING 

Barings. 

In its announcement to the 
stock exchange, SmarTone 
said it was assuming the 
P-Plus network’s debts of 

HK3533m, but Richard Chan, 
fina n c i a l controller, said the 
only additional loan was a 
commercial loan for around 
HK$100m, which he 
described as "transitional”. 

NiQ Lai, regional telecoms 
analyst at Credit Suisse First 
Boston, said this gave an 
enterprise value of around 

HK$850m. “I think ifs an 
excellent price.” he said. 

The price compares with 
the HK$4£3bn paid by Hong- 
kong Telecom for Pacific 
Link Communications, 
which comprised an existing 
network with 270,000 sub- 
scribers and a fledgling PCN 
service. P-Plus has just one 
network with around 30,000 
subscribers, but analysts 
point out that in both cases i 
the acquisitions were made 
primarily for spectrum, or j 
additional capacity. 

Analysts do not rule out 
further market consolidation 
although it is more likely to 
come from PCS operators 
merging or going bankrupt 

Mr Ng of SmarTone said: 
"Now there are six operators 
with a market size of up to 
3m, which is good for every- 
one. Choice and competition 
remain in the market, so 
prices will continue to drop." 

P-Plus is majority owned 
by Star Telecom. 

SmarTone was advised on 
the acquisition by Jardlne 
Fleming Securities. 


Market cool on 
Telstra sale plan 


By Gwen Robinson In Sydney 

The Australian stock market 
reacted cautiously yesterday 
to the' weekend announce- 
ment by John Howard, Aus- 
tralian prime minister, of 
the planned sale of the gov- 
ernment’s remaining two- 
thirds stake in Telstra, the 
telecommunications group. 

With an estimated market 
value of A*45bn (U^SObn), 

. the sale would be one of the 
world's biggest public share 
offers. 

Since Telstra's initial one- 
third flotation last Novem- 
ber. the company has traded 
at a significant premium to 
its listing price of A$1.95. 
Telstra instalment receipts 
closed last week at A$3£5. 
However, they fell back 7 
cents to AS3.78 yesterday as 
investors digested the impli- 
cations of Mr Howard's 
announcem ent 

A crucial factor in the pri- 
vatisation plan is Mr 
Howard's decision to link it 
to the future of his govern- 
ment. Oil Sunday, he said 
the government would pro- 
ceed with the sale of its Tel- 
stra stake only if it was 
re-elected in the next 
national election, which 
must take place within the 
naxt 12 months or so. 

The opposition Labor 
party vowed to try to 
block government efforts to 


pass necessary legislation 
for the Telstra sale. 

In the short term, the pri- 
vatisation plait- . would 
weaken Telstra's .share price, - 
analysts said. Shareholders 
associations and other con- 
sumer groups yesterday 
warned individual investors 
against expectations of a 
repeat of last November, 
when many, first-time inves- 
tors more than doubled their 
initial outlays in the Telstra 
flotation. 

Leading fund managers 
predicted strong appetite 
among large Institutions for 
a second round of Telstra 
shares — even thrm gh some 
analysts have described Tel- 
stra as the world's most 
overpriced telecommunica- 
tions stock. 

Since the initial flotation, 
it has been largely the short- 
age of stock which has 
driven up Telstra’s share 
price. The government's 
plan to maintain a 35 per 
cent limit on foreign owner- 
ship. however, will release a 
large number of shares to 
domestic investors. There 
will also be pressure on the 
government to offer Telstra’s 
- existing l-6m shareholders 
sweeteners including dis- 
counted shares and preferen- 
tial allocation. 

The initial sale, which 
raised A$14.3bn. was four 
times oversubscribed. 


Bangkok Bank 
sell-offs continue 


ByTed'Banfacte 

Bangkok Bank, Thailand^ 
largest cdnnnercial bank, is 
continuing to' cede control of 
its finance and securities 
affiliates in a soles of deals 
to prepare it for a capital 
raising exercise, expected 
later this year. 

Bangkok First Investment 
yesterday said it was in talks 
to sefl an undisclosed stake 
to Development Cor- 

poration, of Taiwan. Bang- 
kok Bank is the largest 
shareholder of Bangkok 
Fhstlnvestment 

The move follows the sale 
of -controlling stakes by 
Bangkok Bank in Asia Secu- 
rities Trading to ABN Amro, 
and in Asia Credit to Soctete 
Generate. Offers for portions 
of Other Bangkok Bank sub- 
sidiaries such as Union Asia 
Finance and Bangkok Insur- 
ance were also bang enter- 
tained, analysts said. 

The - disposals do little to 
heip the bank’s direct cash 
position, as mosfof the sales 
are via infections of new cap- 
ital by the foreign investors. 
Bangkok First Investment 
said earlier this mouth it 


would raise its registered 
capital from Btl65m to 
Btl.05bn ($26m) via a place- 
ment to Thai and foreign 
investors and a rights issue. 

However, the sales remove 
some doubts about the 
bank’s own capital raising 
plans, which many analysts 
believe will be in the form of 
an issue of new equity on 
inter national markets. 

"Investors looking at put- 
ting new capital into Bang- 
kok Bank wonder how much 
[of the new money] win actu- 
ally get pumped into the ail- 
ing finan ce companies," said 
Scott Christensen, of Jardlne 
Fleming Thanakom Securi- 
ties. “This is a rational and 
sensible move ahead of a 
char e issue.” 

Bangkok Bank has yet to 
announce a capital-raising 
plan but Cbatri Sophonpan- 
ich, executive chairman, 
recently said the bank would 
like to raise Bt30bn-Bt50ba 

Analysts believe the bank 
is awaiting an announce- 
ment from Thailand's cen- 
tral hank on new provision- 
ing and loan classification 
rales before finalising any 
plan. 


P akistan's cement manu- 
facturers are in the grip 
of another potentially 
da ma gi ng price war. 

The All Pakistan Cement 
Manufacturers’ Association, 
whose members produce 
Rs5bn (U$114m) worth of 
cement annually, has 
assumed the shape of the 
country’s first cement cartel 
amid mounting losses for the 
industry. 

At least 12 of Pakistan's 19 
cement companies have 
reported substantial losses 
In their July-December 
results, in spite of price 
increases of up to 30 per cent 
over the period. 

The slump across the sec- 
tor has been triggered by 
escalating production costs 
and sluggish demand, mar- 
ket analysts say, and has 
been matched by a tell in 
cement stocks in the past 
year. 

Producers argue that input 
costs have jumped in the 
past year, driven mainly by 
a 100 per cent increase In the 
cost of furnace oil, the main 
fuel used by the Industry, 
and hi gh taxes. 

Pakistan's decision last 
week to raise electricity tar- 
iffs by 12 per cent, in the 
first stage of a two-part 
increase to meet the condi- 
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tions attached to an Interna- 
tional Monetary Fund loan, 
has been cited as an added 
burden. 

However, some say the 
glut has been caused by new 
entrants to the industry. 
Some of these have no expe- 
rience of running cement 
businesses: at least five of 
the largest 12 companies are 
owned by investors who 
came from the textile sector. 

Najam Jafri, marketing 
director of Pakland cement 
factory, says: "The new play- 
ers thought that cement 
could be produced and run 
like a piece of doth. It is a 
very different product.” 

Mr Jafri laments that 


1997-98 1906-3100 2002-93 


some businesses cut prices 
last year in the hope of lift- 
ing sales, without realising 
that "the demand was not 
going to grow beyond a cer- 
tain point”. 

M any industry analysts 
say the government is 
encouraging cement 
producers to step up exports 
as a way of returning to 
profitability, but some pro- 
ducers claim the government 
shows little understanding 
of world trends. 

In particular, Pakistani 
exporter s face tough compe- 
tition from east Asia after 
last year's sharp currency 
devaluations in the region. 


‘If cement 
businesses raise 
their prices to cut 
losses, there is a 
clanger 

consumption could 
remain sluggish/ 
says an analyst 


Analysts warn that the 
glut in cement businesses 
could last for years as new 
factories presently under 
construction go on stream 
next year. 

Asghar Merchant, analyst 
at Karachi's Khadim All 
Shah Bukhari brokerage, 
says: “The industry faces 
pressure on two fronts. The 
rise in production will 
outpace demand, but the 
government policies are 
driven by high taxes which 
hurt the ability of the 
industry to become 
competitrv&” 

Mr Jafri says the produc- 
ers are trying to increase 
consumers' appetite by 


encour ag in g new products 
such as cement blocks to 
replace bricks. Cement pro- 
ducers also want the govern- 
ment to use concrete ra t her 
Rian asphalt in all construc- 
tion projects. In order to step 
ixp demand. 

In Karachi , the country's 
largest port city, houses and 
offices are increasingly 
using cement blocks to 
replace bricks, which crack 
easily in the humid environ- 
ment. But elsewhere in the 
country, cement producers 
have had little luck in 
changing trends. 

Privately, many analysts 

agree that the cement cartel 
could get caught in a vicious 
circle. “If cement businesses 
raise prices to cut their 
losses, there is a danger that 
consumption could - remain 
sluggish and encouraging 
people to use cement blocks 
would fall on deaf ears, 1 ’ 
says one. 

Mr Jafri, however, says 
that “the cement price war 
has ended because everyone 
has bled enough”. 

He hopes that producers 
will accept a new formula 
that would keep production 
levels in step with demand, 
to prevent another damaging 
round of cut-throat competi- 
tion. 


Honda to 
take 97% 
of Thai unit 

By Ted Bantacke to Bangkok 

Honda Motor, of Japan, 
pUflp e to take foil control of 
its Thai subsidiary by buy- 
ing out Thai shareholders 
for BtAl9bn (SiG4m), increas- 
ing its holding to 97 per cent 
from 49 per cent. 

The (teal aim* to bolster 
the Thai company’s financial 
condition, which has deterio- 
rated with the dramatic 
slowdown in sales following 
the region's economic crisis. 
Passenger car sales declined 
74.6 per cent In February 
compared with the same 
period last year, and in 1997 
sales fell 38-4 per cent 

Thai shareholders, which 
include the Grown Property 
Bureau, have been unable to 
meet the demands of the 

prtTp pany during the slow- 
down. When Honda’s ven- 
ture was set up, foreign 
investors were barred from 
owning more than 49 per 
cent of a company. 

The deal is subject to regu- 
latory approval by Thai- 
land’s Board of Investment 
An official with the board 
said approval was likely, 
given that Honda had indi- 
cated a willingness to sell 
back a majority stake to 
Thai shareholders when the 
economy improved. 


We are in contact with lips all over the world 





CONDEA can bring a smile to many lips. 
And lipstick is only one example of the 
many everyday products which contain 
base chemicals or other substances made 
by CONDEA. 

The applications of CONDEA’s products 
range from cosmetics to detergents, from 
pharmaceuticals to cleaners, from window 
frames to household appliances. In fact, 
there are few people who have not been 
in contact with CONDEA in one way or 
another. The company is one of the leading 
manufacturers worldwide of base chemicals 
for detergents. 


CONDEA is part of the performance pro- 
files of the RWE Group. We at RWE have 
been using our financial resources and 
expertise to build a first class portfolio 
of subsidiaries that promises continued 
solid performance in the future. It in- 
cludes other well known names such as 
Heidelberg, a market leader in high-tech 
printing systems, and HOCHTIEF, a major 
international force in airport construction 
and management. 

Carefully shaping this portfolio, we are 
focusing on companies that are among the 
leaders in their respective fields. And we 
are committing resources to future -oriented 
technologies such as telecommunications. 
Our portfolio is solid and dynamic. 

Portfolio optimization is only one way In 
which we are enhancing RWE's attract- 
iveness to investors. The restructuring of 
Dur shareholder base is another. This is 
increasing RWE's appeal in international 
financial markets. 

RWE AG, Opernplatz 1, D-45128 Essen 
Fax: +49201/12-15361 
Internet: http://www.rwe.de 


RWE Energie, Rheinbraun, RWE-DEA, RWE Entsorgung, LAHMEYER, RWE Telliance, HOCHTIEF 


The Group That Knows How. 
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ACCOUNTANCY COMMISSION APPROVES PW-CQOPERS DEAL 




Brussels gives green 
light to $13bn merger 


By Enm» Tucker fa Brussels 
and Jhn KeBy in London 

The European Commission 
yesterday approved the 
«l3ba merger of Price Water- 
house and Coopers & 
Lybrand, the International 
accountancy firms, saying 
the tie-up did not pose a 
threat to competition. 

Brussels said the collapse 
of the proposed accountancy 
merger between KPMG and 
Ernst & Young last month 
had been crucial In its deci- 
sion to drop regulatory 
objections to the PW-Coopers 
deal. 

“Our conclusion is that 
there is s ufficie nt firepower 
among the other four big 
accountancy firms to offset 
the effect of the merger," the 
Commission said. 

The prospect of the 
so-called Big Six accoun- 
tancy sector becoming the 
Big Four had raised serious 
regulatory concerns at the 
Commission over both 
competition and auditor 
independence. 


Brussels said that Coopers 
& Lybrand and Price Water- 
house had also made clarifi- 
cations of their merger plan, 
which had helped the Com- 
mission reach an early deci- 
sion to grant regulatory 
approval. 

The main concern of the 
Commission had been the 
dominance of the merged 
companies in the audit mar- 
kets for banking- and Insur- 
ance companies in different 
geographical areas of the 
European Union. 

Rival firms suggested that 
concessions had been made 
to win speedier clearance 
from the Commission. But 
both firms Insisted they had 
made no concessions to the 
Commission, a view 
endorsed by merger officials. 
"We would emphatically 
deny that there have been, 
any concessions at alL Noth- 
ing has changed in shape or 
form since we first 
announced this," the firms 
said. 

It is understood PW and 
Coopers were able to con- 


vince the Commission to 
look at competition in the 
insurance and banking sec- 
tors on a regional basis and 
to accept that they did not 
hold a dominant position. 

Both firms were also able 
to demonstrate that they had 
achieved strong positions in 
specialist auditing markets 
from a standing start, illus- 
trating that the markets 
were not closed to other 
members of the Big Six. 

Formal clearance will not 
be granted for up to another 
six weeks, as the Commis- 
sion’s verdict has to go 
before an advisory commit- 
tee of the member states. 
The committee usually 
follows the advice of the 
Commission. 

Clearance from Brussels 
follows last week's decision 
by the US competition 
authorities to approve the 
deal Approval will still be 
required in other jurisdic- 
tions, suCh as Switzerland, 
but the Co mmiss ion's deci- 
sion lends the merger con- 
siderable momentum. 


Japan’s 7-Eleven sets store by computer links 

Systems allowing rapid replenishment of stock have helped retailer^ outgrow its parent, says Be 

w 


hile most Japanese 
retailers are Issuing 
profit warnings and 
bemoaning the depressed 
state of the economy, one 
comer of the retail world is 
forging ahead. 

Japan’s convenience store 
sector is still growing, 
although a stroll through 
any Japanese city is enough 
to convince a visitor that the 
market is saturated. 

The brightly coloured 
signs of 7- Eleven, Lawsons, 
FamilyMart and others crop 
up every few hundred yards. 
But even during the current 
economic slowdown, their 
numbers are Increasing at 
the rate of a thousand or 
more a year, and sales are 
rising at existing stores. 

In an age of discounting, 
competition on price is not 
an issue for the convenience 
stores, in fact, their prices 
are about 10 per cent more 
expensive than those of the 
supermarkets. 

But the amount of cash 
involved on each visit is so 
small that consumers seem 
to lose their price-sensitivity. 
The average convenience 
store spend is about Y500 
(t3.90) - literally small 


Shareholders of 

Svenska Cellulosa Aktiebolaget SCA (publ) 

are hereby invited to attend the Company’s Annual General Meeting, to be held 
Tuesday, 31 March 1998 at 2:30 p.m. at Cirkus, Djurgdrden, Stockholm, Sweden. 


Notification, etc. 

Shareholders wishing to participate in the Meeting must: 

- be recorded in the share register maintained by the 
Swedish Central Securities Depository (Vardepappers- 
cenrralen VPC AB) not later than Friday, 20 March 
1998, 

- notify SCA of their desire to participate not later than 
4:00 p.m_, Thursday, 26 March 1998: in writing, to 
Svenska Cellulosa Aktiebolaget SCA, Legal Affairs, 

Box 7827, SErl03 97 Stockholm, Sweden, or by 
telephone +4 6 8 788 51 39, or telefax +46 8 678 23 24. 

Shareholders who have transferred rheir- shares to the 
trust department of a bonk, or to a private broker, must 
temporarily register the shares in their own name in order 
to be entitled to vote at the Meeting. To ensure that the 
shares are re-registered in sufficient time, the shareholders 
should request that the bank or broker holding the shares 
ensure temporary owner registration, so-called voting 
right registration, well in advance of 20 March 1998. 

Agenda 

1. Meeting convenes. Election of Chairman of the 
Meeting. 

2. Preparation and approval of the list of shareholders 
entitled to vote at the Meeting. 

3. Election of minute-checkers. 

4. Determination of whether the Meeting has been duly 
convened. 

^5. Presentation of the annual report and the auditor's 
— report and the consolidated financial statements and 
the auditor's report on the consolidated financial 
statements. 

6 . Motions concerning: 

a) adoption of the income statement and balance 
sheet and the consolidated income statement and 
die consolidated balance sheet. 

b) the disposition to be made of the Company's 
profits as shown in the balance sheet adopted by 
the Meeting, determination of record date. 

c) the discharge of the members of the Board of 
Directors and of the President from personal 
Liability for the fiscal year. 

7. Determination of the number of members of the 
Board of Directors and deputy Board members. 

8 . Determination of the number of auditors and deputy 
auditors. 

9. Determination of the fees to be paid to 

a) the Board of Directors 

b) auditor. 

10. Election of the Board of Directors. 

11. Election of the auditor. 

12. The Board's proposal for a decision that the 
Company assume a subordinated debenture loan in a 
nominal amount nor to exceed 5EK 870,000,000 
through the issue of convertible debentures, carrying 
rights to conversion to Series B shares in the 
Company, with detachable warrants, carrying rights 
to conversion to Series B shares in the Company. 

Decision proposals 

Shareholders who combined represent more than 50% 
of die voting rights for all shares in the Company have 
announced that they will support the following proposals 
regarding the paints above at the Annual Genoa] Meeting: 

Point 7: Seven members and no deputy 

Point 8: One auditor and no deputy 

Point 9-. SEK 2 million as foes to die Board of Directors to 

be distributed by the Board among the members elected at 

the Annual General Meeting who are not employed in the 

Company. The fee to the auditor should be paid in a 

reasonable amount plus remuneration for checking the 

figures. 


Point 10: Re-election of Christer Gardcll, Soren Gy II, 
Tom Hedetius, Sverkcr Martin-Lof, Lars Ramqvist, 

Clas Reunerskiold and Bo Rydin. 

Point 12: Authorized accounting firm Ohr lings Coopers 
Sc Lybrand AB. 

Point 12: Proposal for issue of convertible debentures, etc. 

The Board of Directors’ issue proposal 
The right to subscribe for convertible debentures with 
detachable warrants, excluding preferential rights to the 
shareholders, shall accrue to persons who are employed 
within the SCA Group. With respect to employees out- 
side Sweden, the right is conditional upon subscription 
being able to be effected legally and, in die opinion of the 
Board, can be carried out with reasonable administrative 
and financial resources. 

The members of Board of Directors elected at the 
Annual General Meeting are not entitled to subscribe, 
with the exception of the President. 

Subscription may be effected in lots of nor less than 
about SEK 10,000 and not more than SEK 500,000, 
whereby subscription shall be in full lots of about SEK 
10,000 per lot. 

In the event that the aggregate stun of subscribed 
debentures should exceed the nominal amount of SEK 
870,000,000, reduction shall be applied to those who 
subscribed for die highest amount. Within the framework 
of the loan's maximum amount, it is the Company's in- 
tention that each employee shall receive a nominal ' 
amount of about SEK 30,000. 

The convertible debentures with detachable warrants 
will be issued at a price corresponding to their nominal 
amount and will be subscribed during the period 1 1 May 
- 29 May 1998. However, the Board reserves the right ro 
extend the subscription period. 

The debenture loan, which is interest-free, matures for 
payment on 30 September 2003. Conversion to Series B 
shares may be requested during the period from 2 June 
2003 through 25 August 2003. 

Each detachable warrant carry subscription rights to 
Series B share during the period from 1 October 1 998 
through 25 August 2003. 

The conversion price and subscription price are esti- 
mated to correspond to an amount totaling about 120% 
of the average last paid price for Series B shares in the 
company quoted on the official price List of the Stock- 
holm Stock Exchange during the period from 4 May 
through 8 May 1998. The conversion price and subscrip- 
tion price calculated in this manner shall be rounded off 
to the nearest full krona, whereby 50 fire shall be 
rounded downward. 

The increase in the Company's share capital, at full 
subscription and conversion of the debenture loan and 
at full cxerds* of the warrants, will be about SEK 103.9 
million, which represents a maximum 5% dilution of 
share capital and about 1-3% of the total voting rights. 

The Board's complete proposal for the decision regar- 
ding issue of convertible debentures with detachable 
warrants will be available at the Company's head office. 
Legal Affairs, Smreplan 3, Stockholm, Sweden from 
Tuesday, 24 March 1998, and can upon request be 
provided to shareholders. 

Dividend 

The Board of Directors has proposed that a dividend 
of SEK 5.7J be approved. The Board of Directors has 
proposed Friday, 3 April 1998 as the record date for 
payment of the dividend. If the shareholders at the 
Annual General Meeting approve the proposal, it is 
expected that dividend payments will be mailed by VPC 
(Swedish Central Securities Depository) on Tuesday, 

14 April 1998. 

Stockholm. March 1998 
Board of Directors 
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change - while the slump m 
retail sales has been severest 
in big-ticket items such as 
cars and white goods. Cus- 
tomers are drawn to conve- 
nience stores by their imme- 
diate need for lunch or a 
new toothbrush. 

Another factor in the 
stores' success is their abil- 
ity to adapt instantly to 
changing customer needs, 
because of their small store 
sizes and limited product 
ranges. Hard times mean 
shoppers are more choosy, 
and getting the right prod- 
ucts on the shelves at the 
right time is essential. 

Most convenience stores 
are doing better than might 
be expected from the state of 
the economy, but according 
to Toshiko Binder, retail 
analyst at HSBC James 
Capel Securities, one stands 
out from the rest. It is also 
the company which pio- 
neered the convenience store 
concept in Japan, translating 
it successfully from its US 
origins: 7-Eleven Japan. 

Since its first store opened 
in Tokyo 25 years ago. the 
company has not only out- 
grown its Japanese parent, 
the Ito-Yokado supermarket 
chain, but together with Ito- 
Yokado now owns a majority 
stake in Southland Corpora- 
tion, the US company from 
which it originally licensed 
the 7-Eleven name. 

7-Eleven Japan is the 
country's largest retailer and 
third largest in the world, 
and ranks 12th in the FT500 
list of Japanese companies, 
according to market capital- 
isation. 

With 7,300 stores, the com- 
pany has the largest net- 
work in Japan. More impres- 
sive, it also boasts the 
highest average daily sales 
per store, at around 
Y669.000. Its closest competi- 
tor is Circle K. with less 
than Y600.000. and the aver- 
age at many other chains is 
less than Y500.000. 

An important factor in 
7-Eleven's success has been 
its commitment to the devel- 
opment of specialised com- 
puter systems to link every 
store and depot, allowing 
rapid turnover and replen- 
ishment of stock. 



On Impulse: customers are drawn to convenience stores by their immediate needs Picture: Gtyn Gentn 


The fifth- gene ration ver- 
sion of the computer system, 
adding multimedia and satel- 
lite communications, is In 
development and will be 
introduced next year, at a 
cost of about Y60bn. 


M 


s Binder at HSBC 
James Capel says the 
computerised distribu- 
tion system is the big differ- 
ence between 7-Eleven and 
its competitors. “With the 
system they have estab- 
lished. whatever time you 
go. the shelves are never 
empty. If people come in at 
4am and the stores don't 
have what they want, that 
will have a big impact on 
what people think of the 
store.” 

Distribution hubs divide 
products Into four catego- 
ries, depending on tempera- 
ture, and deliver them on 


rotas ranging from three 
times a day for the core fast- 
food products, to once a 
week for canned foods. This 
cuts the number of separate 
deliveries to each store from 
about 70 to 10 a day. timed to 
bring in supplies of fast- 
moving chilled foods just 
before peak demand periods. 

The combination of the 
advanced computer system 
with central distribution 
hubs has so far proved 
unbeatable. Orders for fast 
foods can be placed in the 
morning - with an eye to 
the day's weather - and are 
delivered the same day. 

The product range can 
also change rapidly with 
immediate feedback on 
which items are selling well, 
and to which customers. 

7-Eleven has also led the 
way In offering other ser- 
vices, such as photocopying 


and bill payment facilities. 
Rivals have followed, but 
7- Eleven has links with more 
utility companies. In the 
1997 financial year it pro- 
cessed about 38m transac- 
tions. The service itself is 
not profitable, but it draws 
in customers who make 
impulse purchases. 

In spite of the seemingly 
ubiquitous presence of con- 
venience stores throughout 
Japan, there is still room for 
more. New franchises spread 
out from a core around dis- 
tribution centres, ensuring 
that frequent deliveries of 
fresh products can be guar- 
anteed. 

This means that although 
7-Eleven is the largest 
retailer in Japan, so far it 
has outlets in only 25 of 
Japan's 47 prefectures - 
leaving plenty of opportuni- 
ties for further growth. 


Mexico steel group snaps at US heels 

Ispat Mexicana is considering a move into its country’s car sector, writes Henry Tricks 


n the audacious style of its 
parent Ispat International, 
a Mexican company may 
soon take on the titans of 
the US steel industry in an 
attempt to become the first 
domestic supplier of top 
grade steel for Mexico's 
booming car Industry. 

The plan is under study at 
Ispat Mexicana, Ispat Inter- 
national's largest producing 
subsidiary which in six 
years has transformed itself 
into Mexico's biggest steel 
exporter. 

“If we go downstream, 
that would be our market' 
automobiles, refrigerators, 
other white goods,” says 
Narendra Chaudhary. one of 
Ispat Mexicana's executive 
directors. “We would aim for 
the top end of the market.” 

Company officials say a 
feasibility study at Ispat 
Mexicana is under way for a 
$500m-$700m project to build 
hot and cold rolling mills 
and a galvanising line that 
would make sheet steel of 
sufficient quality to be used 
for the bodies of vehicles 
assembled in Mexico. 

Analysts say its larger 
Mexican rivals, Ahmsa and 
Hyslamex. have been unable 
to tap the top end of the car 
market - which produced 
l.3m vehicles in 1997 - 
because of insufficient qual- 
ity. Car bodies require top- 
grade cold -relied and galvan- 
ised steel. 

If. as officials expect, the 
plan goes ahead, it would be 


part of a wider endeavour to 
turn Ispat Mexicana into 
Mexico's largest steel 
producer. 

The company currently 
dedicates most production to 
slabs, though it has a small 
steel-pipe manufacturing 
operation. It is the world's 
second largest exporter of 
steel slab after Brazil's CST. 
Already, it says, the low- 
carbon slab it exports to the 
US is cold-rolled, galvanised 
and re-imported to Mexico 
for car exteriors. Citing 
potential cost advantages 


"undercut themselves to 
shreds" to get a toehold. 

But Ispat International has 
a daring streak, embodied in 
its London-based chairman. 
Lakshmi Mittal. He left 
behind family-owned steel 
mills in India in the late 
1990s to build a $4hn global 
empire, by buying under- 
performing assets and turn- 
ing them round. Ispat Inter- 
national which was incorpo- 
rated in The Netherlands 
last May. now has operations 
in Mexico, Trinidad, Canada. 
Germany and Ireland. 


If the plan goes ahead, it will be part of a 
wider endeavour to turn Ispat Mexicana 
into Mexico’s largest steel producer 


because of lower freight 
costs than its US competi- 
tors, it would aim to short- 
cut the loop and supply fin- 
ished products directly to 
assembly plants in Mexico. 

The market is highly com- 
petitive. "The risk Is the 
same one that every inter- 
mediate Industrial company 
faces - pricing pressure 
because of global over- 
capacity. To counter that 
risk you have to be the best 
and the lowest cost pro- 
ducer,” says Bond Snod- 
grass, steel analyst at SBC 
Warburg Dillon Read in 
Mexico. He describes supply- 
ing steel to carmakers as a 
market where producers 


When he bought the 
Sicartsa complex in Mexico, 
which had cost the govern- 
ment $2.2bn to build. Mr Mit- 
tal paid $220m. The mill was 
running at 25 per cent of 
capacity and its order books 
were depleted. 

In six years. Ispat Mexi- 
cana's casting of steel slabs 
had tripled to 2.8m tonnes 
and the company is racing to 
become Mexico’s largest 
steel producer, with a S175ra 
investment programme 
aimed at boosting liquid 
steel production to 4.4m 
tonnes by 1999. 

in addition to this and the 
rolling mill plans, MRR Nair. 
who heads the Mexican sub- 


sidiary. says Ispat Mexicana 
intends to buy a second iron 
ore mine near the complex 
at the port of Ldzaro Car- 
denas, and may build its 
own power generation facil- 
ity. That would help it keep 
down costs, already low 
because Ispat Mexicana pro- 
duces direct reduced iron 
CDRD as feedstock for its 
steel DRI. Ispat says, costs it 
S94 a metric tonne, com- 
pared with S156 for compara- 
ble grade scrap used by 
many US competitors. 

Steel imports into Mexico 
have ballooned recently, ris- 
ing to i.65m metric tonnes in. 
1997, worth $i^bn. compared 
with 971,000 metric tonnes in 
1995. Most or the imports are 
flat steel products such as 
those used an car exteriors. 
Ispat's decision whether to 
go ahead with the plan may, 
the company says, be 
encouraged by its abortive 
bid for Sidor, the Venezuelan 
steel complex sold last year 
for S2.3bn. Sidor includes 
downstream facilities such 
as those being considered at 
Ispat Mexicana. 

The Mexican company’s 
slab export market has also 
been shaken up this year by 
Asia's financial crisis. Mr 
Nair said ispat Mexicana's 
exports to Asia, which 
accounted for 25 per cent of 
sales in 1997. were likely to 
be halved in 1998. But he 
expected that to be offeet by 
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NEWS DIGEST 


AIRLINES 


Air France lifts turnover 
8.9% ahead of flotation 

Air France, the state-owned airflne which is being floated on the 
Parts stock market later this year, lifted turnover for the nine 
months to the end of December by 8 3 per cent to FFr465bn 
($7.6bn), compared with the same period a year ago. 

The government is committed to aelBng a 20 per cent stake in 
the flag-carter, as pat of development plans which involve 
Investing FFr40bn In new aircraft over the next five years. 

Passenger revenue continued a strong upward trend in the 
third quarter, up 9.3 per cent while total passenger revenues for 
the ApnT-December period Increased 9.3 per cent Available seat 
capacity rose &2 per cent tn the third quarter, with a total 
Increase of 2 per cent over the nine months. Demand remained 
high and was up 8.8 per cent in the quarter and 3.8 per cent tar 
the nine months, generating stronger traffic growth than capacity. 

Long-haul routes showed the moat stgnWcarrt growth, up 11.2 
per cent In ttw quarter and 5.8 per cent in the nine months. On 
Asian routes, load factor stagnated In December but operations in 
the region showed growth of more than 10 per cent in the last 
few months. Medium-haul routes saw a 5.4 per cent rise In the 
third quarter. 

Restructuring moves meant domestic routes saw a drop in traf- 
fic limited to 12 per cent against a 6.5 per cent reduction in 
capacity. Load factor rose 3.6 per cent in the quarter and 4.9 per 
cent over the nine months. Reuters, Parte 

PHARMACEUTICALS 


UK purchases boost Gehe 

Gehe, the German drugs wholesaler, saw Its 1997 earn in g s from 
ordinary activities climb 16 per cent, boosted by the acquisition 
of Uoyds Chemists, of the UK. Earnings from ordinary activities 
climbed to DM472.3m (3260m) from DM406.Sm the year before, 
on sales up 16.9 per cent at DMZSOn. 

Net profit, however, foil 35.2 per cent to DM285.1 m. Gehe said 
the 1996 figure had been boosted by exceptional gains from the 
sale of drugs production units. Stripping out these gains, 1997 
net profit was up 19 per cent on the previous year. 

The company said UK subsidiaries Uoyds Chemists and AAH 
had contributed about 30 per cent to the group's profit Gehe 
said its French drugs wholesale operations and its drugs mail-or- 
der business had achieved double-digit profit growth in 1997, but 
German drugs wholesale operations had recorded a small drop in 
profit due to a stagnant market. 

The company plans to raise Its 1997 dividend to DM1.30 a 
share from DM1 the previous year. Reuters, Stuttgart 


EASTERN EUROPE 


Austrian bank in direct service 

Bank Austria Creditanstalt yesterday announced the start of the 
first direct banking service in Hungary and In central and eastern 
Europe. Nonstopbank will target young, high income earners, 
Matthias Kunsch, Bank Austria Creditanstalt managing director, 
said. 

Hungary has an estimated 100,000 people fitting this profile, 
and the number b growing, Mr Kunsch added. He declined to 
give the investment costs of the new service, but said advertising 
costs. Including a poster and electronic media campaign, were a 
“significant" part of the totaL 

The bank intends to expand the service to other countries in 
the region. Kester Eddy, Budapest 
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OFFICE EQUIPMENT DEAL WILL STRENGTHEN AND MODERNISE ITALIAN G ROUP'S PRODUCT RANG E — 

Olivetti set for partnership with Xerox 


By Paul Batts 
mUBan 


Olivetti, the Italian 
telecommunications and 
information technology 
group, will on Thursday 
announce a commercial 
partnership with Xerox, of 
the US. to strengthen and 
modernise its range of office 
equipment products. 

Roberto Colaninno, 
Olivetti chief executive, 
yesterday confirmed that the 
group's Lexikon office 
equipment subsidiary would 
sign a commercial partner- 


ship ' deal with Xerox 
involving another stage 
of Olivetti's recovery 
strategy. 

While Olivetti would 
maintain its collaboration 
with Canon, of Japan, in the 
office equipment sector, the 
deal with Xerox would give 
it access to the US group's 
digital and laser 
technologies. In return. 
Xerox will be able to draw 
from Lexikon's own 
technologies. 

Confirmation of the deal, 
coupled with growing expec- 
tations that Mannownann of 


Germany, is considering 
acquiring a direct stake in 
Olivetti to reinforce its tele- 
communications partner- 
ship, yesterday fuelled a 
further rally in Olivetti 
shares. 

After rising by nearly 14 
per cent on Friday, the 
shares gained nearly 10 per 
cent yesterday in Milan to 
close at UL500. 

Mannesmann yesterday 
declined to comment on the 
reports of its plan to acquire 
a stake in Olivetti. However, 
Mr Colaninno cold the Finan- 
cial Times earlier this month 


that he would welcome such 
an investment. 

Adding further support to 
Olivetti shares is the expec- 
tation that Carlo De Bene- 
detti. former Olivetti chair- 
man and chief executive, 
will soon sell his remaining 
4.7 per cent stake in the 
company. 

Mr De Benedetti confirmed 
this month that he intended 
to dispose of his remaining 
stake in the company he ran 
for nearly 20 years. 

The market considers that 
this may provide Mannes- 
mann with an opportunity to 


acquire a direct sharehold- 
ing in the company to 
cement its new Italian tele- 
communications interests. 

The sharp share rise also 
reflects Olivetti’s tumround, 

engineered by Mr Colaninno, 

and the imminent stream- 
lining of its telecommunica- 
tions holding companies. 

This month Olivetti also 
finalised the sale of its Olsy 
information technology ser- 
vice and systems subsidiary 
to Wang Laboratories, in 
exchange for an 18.6 per cent 
stake in the US company 
and a ragh consideration. 
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Stora’s homespun remedies go against the industry grain 

The Swedish forestry company’s new chief executive has promised to double profits within three years, writes Greg Mclvor 


B JOrn HSgglund is not a 
man to hang around. 
Upon taking over as 
chief executive of Stora last 
week he declared war on 
costs and pledged to double 
the Swedish for es try group’s 
profits within three years. 

Cynics may have whis- 
pered that Stora’s previous 
Tnayiftgprnflnt made similar 
promises, but Mr H&gghmd's 
sense of urgency went down 
well with investors at the 
company's annual meeting 
last week. 

His impatience is under- 
standable. From being 
Europe’s largest paper com- 
pany at the start of the 
decade. Stora has slipped 
behind other Nordic rivals. 
It Is now the continent's 
fourth largest producer, 
behind UPM-Kymmene and 
Enso of Finland and SCA of 
Sweden. 

More alarmingly. Store's 
operating performance has 
also stagnated. Return on 
capital employed has aver- 
aged 7Jj per cent since 2990, 
below the levels of European 
market leaders. 

Mr HSgglund, formerly 
head of Store's forest and 
timber division, plans to 
rectify that. But while 
industry speculation has 
been of a big merger or 
acquisition to achieve cost 
savings and generate 
economies of scale, the new 
chief executive prefers 


Stora , . . • 
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internal measures and 
organic expansion. 

His plan is to increase 
operating earnings by 
SKi&5bn ($443m) a year by 
the end of 2000 through 
Internal efficiencies, cost- 
cutting and growth. Store 
made operating profits of 
SKr3.2bn last year on sales 
of SKr44.5bn. 

“Small investments can 
give a rate of return of sev- 
eral hundred per cent," Mr 
HSgglund says, explaining 
how cutting machines can 
he programmed to remove 
less bark from raw timber 
and thus increase wood 
yields. 

In an industry whore big is 
regarded as synonymous 
with best, reliance an home- 
spun remedies contradicts 
prevailing trends. The lang- 



BuBdmg for trie future: Store aims to lift earnings by cutting 


fragmented forestry sector is 
beginning to globalise, and 
size is seen by many compa- 
nies as vital to guarantee 
International reach. 

Mirroring this, the wave of 
merger and acquisition 
activity which has swept 
Europe in recent years is 
engulfing North America. 
Last week Bo water, the US 
newsprint and pulp pro- 
ducer, agreed to buy Avenor 
of Canada for $2.4bn. 

But Mr HSgglund voices 
suspicions about the benefits 
of such musical chairs. 
"Consolidation can be good 
in many instances but it 


must create shareholder 
value, and not just in the 
first week when an 
announcement is made. We 
can still get a lot out of our 
existing resources." 

Furthermore, he says. 
Store already has an interna- 
tional presence through Its 
large ma gazine paper mJM at 
Port Hawkesbury in Canada 
and its projects to produce 
short-fibre pulp in Brazil and 
fine paper in China. 

Mr Haggiund’s merger res- 
ervations are echoed by 
Peder Hasslev, forestry ana- 
lyst at Deutsche Morgan 
Grenfell in Stockholm. He 


predicts Store's decision to 
eschew consolidation may 
hurt its share price, but sug- 
gests focusing on boosting 
operating efficiency Is a 
sound approach. 

"Investors like to see big 
mergers and big headlines 
but what really counts is the 
cost of production. Everyone 
talks about globalisation, 
but it does not matter if all 
your mills are located in the 
north of Sweden, as long as 
you have the lowest produc- 
tion costs," he says. 

Others see it differently. 
Lars Ejellberg, director of 
European pulp and paper 


research at Credit Suisse 
First Boston in London, 
believes Mr Hagglnnd's goals 
are realistic but fears Stora 
may fell behind competitore 
while fulfilling them. 

“Time is running and 
e very o n e is thinking about 
consolidation, " he says. 

Mr HSgglnnd’s problem is 
that bis efficiency/growth 
package will only bring 
Stora back to where it 
should already be today. 

Analysts say its operations 
are spread across too many 
grades. These range from 
timber and market pulp pro- 
duction to packaging, news- 
print and fine paper. 

The Industry nor m is 
increasingly for the largest 
producers to specialise in 
fewer segments rather than 
maintaining a full “palette". 

Mr pagglnnd insists only 5 
per cent of Stora's mills, 
producing specialty papers 
ami fine paper from recycled 
pulp, are non-core. 

He declines to say to what 
extent his strategy has been 
agreed with Investor, the 
main investment vehicle of 
Sweden’s Wallenberg family, 
which Is Stora's largest 
shareholder. Percy Bamevik, 
Investor chairman, has 
vowed to root out under- 
achievers in the Investor 
portfolio. Along with other 
shareholders, he will be 
watching the outcome of Mr 
HSgglund’s reforms. 


CITIBANK 


Art important 
announcement to our 
stockholders: 

Copies of the 1997 Annual 
Report of Citicoip can now be 
obtained from:- 

Citibank, N.A., 336 Strand, 
London WC2R 1HB. 

Postal applications should be 
addressed for the attention of 
Sonia Gordon, Corporate Affairs. 


Citicorp. 399 Park Avenue. New York. New fork 10043 
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ATLANTAS SICAV 

20. Boulevard Emmanuel Servafa. L-253S hocerobouig 
R.C. Luaemboux B 33 168 

NOTICE TO THE SHAREHOLDERS OF ATLANTAS SICAV 

Notit* b hereby Rival tar ihr Annuli General Meeting of die bhatehoJdns 
of ATLANTAS 5KAV icffl be held a te Bqtatre d Office of die Coirpany 
on 26 Mmcfi 199S at 2kS0pm 

AGENDA 

I- Approval of die Acthtte*' Repair of die Dowd of Dfrecmn for the focal 
year coded on 31 Dece m ber 1997. 

2 . Apparel of teAuetarttepon far to fecal year ended on 31 Iteoenbef 1997 

3. Approval of the financial s t a te inenta for to fetal year ended on 
31 D ecember 1997 

4. Afl iyn i n n of the net tenth for to fool year ended on 31 Dee m bn 1997. 

5. Qacteujw of to ouqtafop D lr rc too and to Auddor From then dunes for 
die fecal year ended on 31 December 1997 

(i. Appointment of to Aperts of to Company- 

- Appointment of the DUcctorv 

- Appointment of to Auditor. 

7. Approval of to two as reference currency for to Company' and to tone 
Sub- Funds whose re ference cu r rencies ase currently to DEM. as from 
1 January 1999. 

SL Approval of to cud as queodon rvirenry for those Mbfindi whore 
quotation currencies ate currently to DEM. as fmn 1 January 1999. 

9 Any other buaness 

The Shareholders ore m fo u ned tat no quotum is required for this Mccdnft 
and that the decisions are taken by a strnpic mnfortry of the shares pres e n t or 
represented. 

Eads share t» eroded re one vote. 

Each Shareholder may art at any meeinp by Proxy For rfia purpose, proxies are 
awubblr at to Rqtfand Office and trill be rent to StajetoUrtt span request. 
To be valid, die proxies duty signed by to Shareholders must be sent re the 
fl ryparrrd Office n order to be imbed to day prmdnn to Mrrnrv by 
5pm at die faiesr 

Owners of better shares srtio would like » attend the Meeting shout! deposit 
their hm at to Sgr Barred office (He wracMnR days Mote to Mreunp- 
todwHm who wnh to obtain die Autoed Annual Report as at 
31 December 19V may do so ar to Brjosjered office of to Coofxmv- 

OQbdnlfofibcCoBptt^ 

BtNQUE DE GBJTKW EDMOND DC BOUUCHIID LUXEMBOURG 

- Socle ti Anonjnr - 

JO B o Ml ct mt d rmnn ad Senate 

u»;uixiM>otic 
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Ambraveneto I n ter na tio n al Bank Ltd 

US$ 150,000,000 Floating Rate Notes due 2004 

In aooortance with the Terms and Concfitions of The Notea no- 
tice is hereby that for The Interest Fertid from Mach 17. 

1998 to June 1 7. 1998 the Notes will cany an Interest Rate 
of 62)125% perannisn. 

The Coupon Amount payable on the relevant Interest Pay- 
ment DatB, June 17. 1998 w* be USS 16.13 per US$1,000 
principal amount of Note, USS 161.32 per 
US$10,000 principal amount Thrtwfhni- 

of Note and USS 1,613.19 7heA 9 emBan * 

per USS 1 00,000 principal KrodSet ba nk 

amount of Note. uiwnilwwg 


U.S. $500,000,000 

cmcoRPO 

Subordinated Bank Adjustable Note Capital Securities BANCS 
Notice is hereby given that the Rale of interest has bean fixed at 
5.9375* and that the interest payable on (he relevant Interest 
ftiwiidnl Dale June 17, 1 998 against Coupon No. 46 in respect of 
US$50,000 nominal of the Notes will be US$758.68. 

Mon* 17, 3 990, London “ 

[ByOfoaANAfapambAgeiqr&Tndl.Aipntlfarfi 


CITIBANK* 


Notice totbeHofcfai of the Ootitandfat 

Ssangyong Cement Industrial Co., Ltd 

Owe— ri mtofcprilctilW ete tere ifaten t 

U.S. $70,000,000 

3.00 per cent. Convertible Bonds doe 2005 
(ta ■Benin 
ef 

Ssangyong Cement Industrial Co., Ltd 

(ta * Comp»n~ > 

NOTICE IS HEREBY GIVEN rata holders of ta Boodi tot as arcrehcf ta 
ficrtaoibnoocf ] J95,9}4CaiaimSbmmAevBaaaalbatAMmtoi 
of 120,995 Noo-inodng Preferred Shares xo Ate non-vedng preferre d 
shareholders by ta- Company on 16th March, 1998, ta existing Con remoo 
ftfoe of die Cbmpsny hm, pentose bo the pamstaca of die Trier Deed, been 
ad] used from Woo 22,487 is Won 21.447 with effect CD 17th March, 1998 

( an m e dia u lTaftctateCot d date). 


17th March, 1998 


Swagyong Cement InduasfofCo^ Lad 



Christiania Bank og Rreditkasse 

( heymd bet ftifoi id toe fatad l bfoteti 

U.S. $250. 000. 000 

Rooting Rote Subordinated Notes Due 2001 


Notice is hereby ghren that the Rate of I n terest has been fixed at 
5.625% ond that die interest payable on the relevant Interest 
Payment Dote September 17, T998, against Coupon No. 24 in 
respect of USSIujQOO nominal of the Notes wifiT 
and in respect or US$250,000 nominal of the 
USS7.I8750. 


USS287.50 

Notes will be 


$^tU&^hAgKr&HAg««tei CITIBANK* 
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BANQUE PARIBAS 

US$200,000,000 
Updated floating rate 
securities 

For the interest period from 
17 March 1998 to 17 June 1998 
the securities will carry an 

interest rate of 6.00 per annum. 
Interest dae on IT June 1996 
will amount to USSI5J3 per 
USS J, 000 secanty. 

Agent: Morgan Guaranty 
Trust Company 

JPMorgan 


& 


Fumprrm Inn dm i ll flank 
PTE 5CTO0 .000000 
EtotecStoBoMfe 
dae 1998 

the three noade 16* Meek 1998 u 
Utt tare. I9M. to Scab w Q any ie 
ataas ns of 4A53« per mb 
■a fauns HHaai of PTE 1,111 per 
PTE lOOjXO Bead. PTC 11.107 per 
PTC LOCC, 000 Boad. PTE 111.010 per 
PTE KMraOOO Bond ad PIE 355.149 per 
PTESUWOM! Bond, payable oq !5tii 

fore. 1998. 

lired w Ac UusdxMt, Scxi Eactaei 

tteou Boris of SetQerfead 

Latin Bnoch Age* Bank 
uajstoxkW* 


UBS 


Ferrovi* tide State 
UTMM8MIKW 

ntotbig Noun dwaue 
UT700JW.Q0fl.fl0Q 

norite* Bate Nous d» 5002 


Fa- to perM boa Hurt r. DU a 
feWntar 0. KBt u* Sub rflaqa 
tons rets tt tsShfifermam iila 
>»««rfUrM*puLns*UKi 
into Lrruw* pa-UTWMm. 

The rrima nm jajnetn dee nil fa 
fieptoto-n.UL 

AM Buie 

A 

Banquk Ruubas 




BANQUE PARIBAS 
US$400,000,000 
Undated subordinated 
floating rate securities 

For the interest period from 
17 March 1996 toJ7Jane 1998 
the securities w iU carry an 
Interest rate of 5.875 per 
annum. Interest payable oalue 
payable 17 June 1998 per 
USSI.000 searrttiy tail IP amount 
to DSS5O.0I and per USS10.000 
security mV/ amount to 
USS ISO. 14. 

Agent: Morgan Guaranty 
Trust Company 

JPMorgan 


City of Stockholm 

US$325,000,000 
floating rate notes 1999 

Notice is hereby given that the 
notes will bear interest a 
5.625 % per annum from 
iT March 1998 to 17 June 1998. 
Interest payable on 17 June 1998 
will amount to USS 14 38 per 
IBSlOOQmte. USS143. 75 per 

USSI0.000 note and USSL437.50 
per USSm.000 note. 

Agent; Morgan Guaranty 
Trust Company 

JPMorgan 


Correction Notice 

© 

Industrial Bonk 
at Korea 

f« mni j^Sii v nfo ukiu AJtalMf 


USSU 0,00ft, 000 
Plotting Hoc Now due 1999 


rf to Now, Dodee it bsefay (ten to 
to brnns period bom IlfaMndi 199 
bw 1098 to Nam wte I 

fattrat k 3.7879% p«r ommm. 

The fanes ■mourn psyfaHe pm USSl, 
fwte be USS 14.79 tad 

USS 100,000 Note win be USSlyfr 
on lUhJuac 1998. 

KOTUNI. 




European Investment Bank 
PTE 20,000. 0 00 J00 

l Ram Booth 
r2006 

For to to* noato Itt Undu W 98 to 
Ufa Jure. 1998 , to Bomb wH cmry in 
ineretf nte ef 4405 * per awn wifi 
a burnt ■www of PTE 1.148 per 
PTE 100,000 Bond. PTE 11,481 per 
PTC UMUOO Bond. PTC II 4 J 10 per 
PTC KUWUno Bond to PTE WW per 
PTE 50000000 Bead, MyiMe « lS 

hue. l9W.farapcarfCoopoo No.h. 


CHEVY CHASE MASTER CREDIT CARD TRUST H 

m r, U - S '$&8>000,00 0 

Class A Floating Rate Asset Backed Cenffiouea, Series 1995-B 

U-S.S12, 000,000 

Class B Floating Rate Asset Backed Certificates, Series 1995»B 
a *° tnrenae AeomlRaw. 


A 
B 

L*or Dreenolnatlon Duec 
Accrual fextad. 

Diiy* In Aareal Period.- 


3937500% 

0057900% 

12AJJ/1998 

lfi/03/1996 

» 


5S Coopon A mount qjsri) 

U^S«i8ii50 
14W1998 


UtiHB«k«r»tantete 

Lmbaftteodi Agent Bok 
UBURhlM 


UBS 




March 17, 1998 


CaptolOBeMflrierlhKt 

U&S3Bi88MB0 

noritacHridOtefA Orticria, 

Scrt «WM 

For ta snares period I6A March. 
1998 to ISA ApriL 1998 die Cm- 
ifieriet wfll any a a bteren nte of 
5.7975ft per man wM> «o amass of 
US. $4831 ps jtitie per US. SiqOQO 
denonrn i g fa n sad US. $483.12 per 
US. $ 100,000 deoaodosaon, payable on 
154 April. 1991 
OtotiridStatal 
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UNIT TO BE MANAGED FROM NEW YORK 


Shake-up at SGS 
may herald disposal 


By WBtomHaflm Geneva 

Societe GOnerale de 
Survepance, the world's big- 
gest testing ( and inspection 
company, is facing increas- 
ing pressure to sell GAB 
Robins, its poorly perform- 
ing North American-based 
loss adjusting business. 

SGS, which last week 
reported its first profit 
decline in seven years, dis- 
. closed yesterday that it had 
separated GAB Robins from 
SGS's. traditional geographi- 
cal management matrix, and 
its .worldwide operations 
would now be managed sepa- 
rately out of New York. The 
move was part of an effort to 
improve transparency of the 
underlying performance of 
SGS’s main profit centres. 

■ However, analysts believe 
it could mark the first step 
towards an eventual sale of 
GAB Robins, the second 
largest US loss adjuster 
behind Crawford-THG. 
which recently merged with 
Thomas Howell Group, a UK 
loss adjuster. 

SGS's loss-adjusting busi- 
ness has bever made ade- 
quate returns since it was 


acquired in the mid-1980s. 

It increased 1997 revenues 
by 16 per cent to SFrS37m 
($431.5m), but after currency 
effects there was no underly- 
ing growth and operating 
Margin s of 2.6 per cent com- 
pared with mar gin*: of close 
to 20 per cent in SGS’s core 
inspection business. 

Simon Marshall-Lockyer, 
of Nat West Markets in Zur- 
ich, said it would make 
sense to sen the business as 
soon as possible. There was 
no strategic fit with the rest 
of SGS and prices for finan- 
cial assets, particularly US 
assets, were "sky-high" cur- 
rently. While the business 
was recovering, it was never 
going to match the returns 
in SGS's core inspection and 
testing business. 

Tony Czura. 40, credited 
with turning round the rest 
of SGS’s North American 
operations, said the main 
reason for the contin uing 
poor performance of SGS's 
insurance services was the 
exceptionally mild winter in 
the US, which accounts for 
about three-quarters of GAB 
Robins' revenues. 

Last year had been the 


New Belgian 
group valued 
at BFr510bn 


By Nefl Buckley *n Brussels 

The financial services group 
which will be formed by the 
merger of Belgium's Krediet- 
bank. Cera Bank and ABB 
Insurance wiB be Belgium's 
biggest company by market 
capitalisation, the partners 
forecast yesterday. 

On the basis of the deal’s 
structure, and thenumber of 
new sbares Issued multiplied 
by last week’s share prices, 
the -new -group's capitalisa- 
tion would be BFr510.5bn 
fUS$13.6bn), putting . it 
slightly ahead of Electrabel, 
the electricity.. monopoly, at 
BFWdibiu 

The three-way deal was 
announced In January, hut 
the. need to. value coopera- 
tive and partly family-owned 
businesses meant the part- 
ners., could not give full 
details until yesterday. 

The ann ouncement made 
tiear>the extent to which the 
balance of power in B elgian 
finarfMal services Will shift 

to Flanders, Belgium’s 
Dutch-speaking northern 
half , where the companies 
involved are based. 

The news may increase 
pressure on Gen&rale de 
Banque. Belgium’s biggest 
bank, to find a partner, by 
exposing hoW ter it will be 
eclipsed by the • Flemish 
group- Generate is Belgium’s 
seveutb-largest company, 
with a market capitalisation 
of BFW0I.3bh. 

Through a series of 
restructurings, the Flemish 
partners ■ wffl- create - a new 


holding company, BV Hold- 
ing, that will have hanking 
and insurance arms and take 
Kredietbank’s place on the 
Brussels bourse. Krediet- 
bank shareholders will be 
invited to exchange their 
shares for BV shares. 

The banking arm, initially 
known as KB Cera New, will 
incorporate the banking 
businesses of Kredietbank 
and Cera, as weD as Bank 
van Roeselare, KB’s Belgian 
- subsidiary.- A new name for- 
the division will be 
announced in June. 

The insurance arm, ABB 
New, will group together 
ABB- and other insurance 
businesses controlled by 
Cera and Almanij. the hold- 
ing company which is KB’s 
biggest shareholder. 

Almanij will eventually be 
left with 66.8 per cent of the 
BV Holding. Management 
and co-operative sharehold- 
ers in Cera wiU in turn hold 
38 per cent of Almanq. The 
Boerehbond, the terming co- 
operative which owns stakes 
in both Cera and ABB. will 
be left with 16.9 per cent of 

Almanij 

Valuations of the groups 
involved in the deal by Salo- 
mon Smith Barney, as at 
December 31 1997, put ABB 
at BFrll7.8bn, Almanij at 
BFrl79bn, Cera Bank at 
BFrl53bn (excluding its 
stake in ABB) and Krediet- 
bank at BFr261.7hn. On this 
basis, the new BV holding 
would be worth BFr490bn 
and Almanij’s stake in it 
BFr327bn. 


NEWS DIGEST 


FRANCE 


Creidit Mutuel pledges . 
to float part of CIG 

Credit Mutual would float a “significant proportion’ of C1C, the 
French state-owned regional banking group, on the stock market 
H it gained control In the privatisation currently under way. 

Etienne PfimJin, chairman, .said yesterday he would also consider 
opening .up some of, the capital in the 10 individual regional banks 
In the CIC group to outside investors. Mr Pfimfin said there was 
little overlap between CIC and Crtdit Mutuel’s operations. 
Andrew Jack, Paris 

PRIVATISATION 


Bucharest selects advisers 

BfflSiOf and Central Emp. Tr^h^ been «teo»d to 

advg* the Romantan government in privatising 10 
across a range of Industrial sectors. amid J9 n * 
privatisation programme Is continuing in spite of its 
^^rompanies. which the banks said had aggnpiteb^ 
the engineering, steel. automrtNeand 
^OTtpap^Induntrte and are to be disposed of In trad, 
sates. Vincent Boland 


mildest winter sinre i 987 i 
when the business had lost 
more than SFrlOm. The fact 
that GAB Robins made oper- 
ating profits of SFrl6.3m last 
year showed that there had 
been an improvement How- 
ever. Mr Czura admitted that 
margins were unlikely to 
recover to more than 8 per 
cent The insurance industry 
was globalising rapidly and 
it was increasmgiy clear that 
SGS's loss adjusting busi- 
ness had to have to have a 
"global response*, a better 
focus, and needed to "beef 
up its fflanagpmpn t" 
Elisabeth Selina Amor-ini, 
SGS chairman, said that fix. 
ing SGS's insurance busi- 
ness was the last unfinished 
piece of business dating back 
to the previous manage- 
ment’s North American 
diversification strategy, 
which had been a "unmiti- 
gated disaster". She said 
there was no "quick fix" and 
the turnound had taken lon- 
ger than expected. However, 
SGS was determined to reap 
"the fruits of the huge man- 
agement effort we have put 
into it. That's why we have 
kept if 


Asia concerns concentrate LVMH investors' minds 


The region accounts for 40% of the French 
group’s annual sales, writes David Owen 


O ne' word looks set to 
dominate discussion of 
today's annual results 
presentation by LVMH, the 
French luxury goods group. 
That word Is Asia. 

The company has heavy 
exposure to the crisis-hit 
region, which accounts for 
about 40 per cent of its 
FFr4Sbn ($73bn) in annual 
sales. This exposure 
increased following the 
FFrl3bn purchase in late 
1996 of 61.25 per cent of DFS, 

a duty-free shopping chain, 
most of whose business Is 
done around the Pacific. 

The crisis has left this 
acquisition looking severely 
ill-timed, although analysts 
do not fault the broader 
strategy that underpinned it 
"It is interesting to inte- 
grate the distribution mar- 
gin and to be closer to the 
consumer," says Jacques- 
Franck Dos sin, a London- 
based analyst with Goldman 
Sachs. "It is a good strategy, 
but the timing was very bad. 
This acquisition is bound to 
be value destroying for some 
years." 

LVMH bas already 
acknowledged the bad news, 
to the extent of disclosing 
that DFS was affected by the 
decline in Japanese tourism 


' in Asia, with 1997 sales total- 
ling FFrl3.42bn, down 4 per 
cent from the previous year. 

What observers will today 
be seeking is an idea of bow 
the chain has performed 
since the start of this year 
and how management is lim- 
iting any damag e 

Bernard Arnault. LVMH 
chairman, reels off four 
ways in which overheads are 
being reduced - by renego- 
tiating rents, cutting head 
office staff, adjusting sales 
forces and reducing stocks. 

"If the situation in Asia 
remains as it is today. DFS 
should make a profit in the 
first half of 1998 - a weak 
profit, but a profit nonethe- 
less," he says. 

On a more offensive note, 
DFS is being given the 
opportunity to develop activ- 
ities outside the Asian zone. 
In North America, the rfiain 
is to be responsible for open- 
ing 15 Sephora outlets in 
1998. Sephora, Europe's 
second-largest perfumes and 
beauty products retailer, was 
acquired for FFrl.6bn in 
July last year. "We would 
not have been able to 
develop Sephora outside 
Europe without DFS," Mr 
Arnault says. 

There are even expansion 
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B ar na r d Arnault: ‘explosion of successive bubbles' Picture: Sygma 


plans in Asia itself. The 
LVMH c hair man says DFS 
expects to start an operation 
in South Korea with a local 
partner in the second half of 
this year. The movement of 
tourists here has already 
picked up. 

On the region in general, 
Mr Arnault argues that the 
reduction in the number of 


tourists is not attributable to 
the financial crisis alone. 

Also to blame were last 
year’s smoke problem. Hong 
Kong’s chicken flu, Guam's 
typhoons and the handover 
of Hong Kong to China - 
which, he says, was accom- 
panied by an increase in 
hotel room rates that was 
not reversed later In the 


98 


year and has made Hong 
Ko n g expensive to visit. 

"In two to three years, we 
will say growth in Asia has 
become more solid. What we 
have witnessed is the explo- 
sion of successive bubbles. 1 
t hink the growth potential 
remains very considerable. ** 

The effect of the crisis on 
LVMH, he argues, is “mainly 
throug h DFS". He empha- 
sises that, while 40 per cent 
of group turnover comes 
from Asia, about 24 per cent 
comes from Japan. 

"Since the bubble burst 
there four or five years ago, 
the economy bas grown only 
slowly, yet, except for 
cognac, which was sold a lot 
in expense-account bars, our 
products have developed." 


TURKEY 


Akbank $136.6m offering 

Stenior manages at Akbank, one of Turkey's largest banks, yes- 

Akbank's share price dosed unchanged at TL . 

SSiSEi. market capitalisation of tUObn. 

the bank would raise CMUm £om a sate* 
zfper cent of its equity * currant pnces. John Barham. Ankara 
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O oulokumpu 


ANNUAL GENERAL MEETING 


The Annual General Meeting of Shareholders of Outokumpu Oyj will be held in the Teplola Hall at the Espoo Cultural Centre, Tapkrfan Kulttuuriauklo, Espoo, Finland at ZAO pan. 
on Tbesday, 31 March, 1998. 

Registration for attendance and distribution of voting slips wiB begin at 1.00 pm. 

Agenda 

1. Items prescribed in Article 17 of the Articles of Association. 

Z Proposal by the Board of Directors to Issue option warrants on the following terms: 

The Board of Directors proposes that the option warrants wifl be offered for subscription by employees in management positions (inducting also managing directors) in Outokumpu Oyj and its 
subsidiaries. In addition, option warrants will be offered for subscription to OrijSrvi Oy, a whoffy-owned subsidiary of Outokumpu Oyj, to enable future granting of option warrants written the management 
incentive program of the Group. It is proposed that the existing shareholders' pre-emptive . rights for subscription are cflsappBed. because the option warrants are intended to form a part of an incentive 
program for the management of the Group and the disapptication of the existing shareholders' pre-emptive rights is therefore supported byjmportant economic interests of the Company 

The maximum number of option warrants to be Issued is 2,600, entitling to sutecribefor an aggregate number of 2,600,000 Class A shares in Outokumpu Oyj. The option warrants are offered free of 
charge. New shares may be subscribed pursuant to the exercise of option warrants between May 2, 2001 and Match 31, 2004. AS subscriptions shall be subject to the approval of the Board of Directors 
of toe Company. The subscription of shares pursuant to the option warrants would result to an Increase to toe share capital of toe Company by a maximum amount of 26,000.000 Finnish markka. 

The subscription price for toe shares to be subscribed pursuant to the option warrants will be equal to the average price quoted tor the Class A shares at the Helsinki Stock Exchange between 
October 1, 2000 and March 31, 2001, weighted by toe volume of trade in the same shares during the same period, subject to toe following deductions: 

(a) two times toe percentage deduction equalling the amount by which (1) the average increase of toe share price quoted for the Class A shares at the Helsinki Stock Exchange during toe periods 
between October 1 , 1997 and March 31, 1998 and October 1. 2000 to March 31, 2001 respectively, both weighted by the volume of bade of the same shares during the period to question exceeds; 
(ri) the average increase of share prices of a reference group of international metal companies during the same calculation periods; and 

(b) toe amount of cash dividends paid by the Company per share between October 1. 2000 and toe date of subscription. 

However, the subscription price may not be less than toe average price quoted for toe Class A shares at the Helsinki Stock Exchange between March 16. 1998 and March 27, 1998, weighted by toe 
volume of trade in the same shares during the same period, subject to the deduction of the amount of cash dividends paid by the Company per share between March 27, 1998 and the date of subscription. 

The right to subscribe shares pursuant to the option warrants is subject to the following conditions: 

(a) that toe change in the Class A share price equals or exceeds the average change of the share prices of the comparison group of international metal companies, measured by comparing 
changes in an index reflecting average changes In the share price for toe Outokumpu Oyj Class A share price during the periods between 0) October 1, 1997 and March 31, 1998 and 
(ii) October 1 , 2000 and March 31, 2001. to changes in a comparison index calculated in toe same manner and for the same periods of time; the result erf this comparison must show that 
toe index reflecting average changes in the Outokumpu Oyj share price must equal or exceed the index reflecting changes in toe average share price of the comparison group; and 

(b) that toe development of Class A profit per share equals or exceeds the average development erf profit per share to the comparison group of Internationa] metal companies during the same 
period. When measuring the development ot profit per share, the average profit per share of Outokumpu Oyj and that of the comparison group to years 1995 - 97 is to be compared to the 
average profit per share ol the same in years 1998 - 2000; toe result of tors comparison must show that the development to Outokumpu Oyjls case has been equal or better than that of the 
comparison group. 

Certain persons entitled to toe subscription pursuant to option warrants are considered persons within the Company’s sphere of influence under section 1:4 of the Finnish Companies Act (734/78). The 
shares that can be subscribed pursuant lo the option warrants represent no more than Z0 per cent of ail shares of toe Company and of all votes that can be cast in the General Meeting of Shareholders. 

3- Proposal by the Board of Directors to authorise the Board to issue convertible bonds to the personnel of the Company at the following terms: 

The Board proposes that the Annual General Meeting should authorise the Board, for the period of one year, to issue convertible bonds in one or several tranches to the employees of the Company 
and its subsidiaries. It is proposed that the existing shareholders' pre-emptive rights for subscription are disapplied. because toe convertible bonds are intended to form a part of an incentive program 
for the employees ot the Group and toe disapptication of the existing shareholders’ pre-emptive rights is therefore supported by Important economic Interests of the Company. 

The convertible bonds will be issued on condition that the subscriber is entitled to convert all or part of the bonds to Class A shares in accordance with the terms of the bonds established by a 
decision of toe Board of Directors of the Company. The Board of Directors shad also be authorised to decide who will be invited to subscribe bonds, as well as to decide how the subscription price 
of toe bonds and the conversion rate are determined and to decide all other terms and conditions of the bonds, their subscription and conversion. 

The maximum number of Class A shares which can be issued as a result of conversion of bonds is 2.000,000 shares, with nominal value erf 10 Finnish markka each, and accorefingty the aggregate 
nominal value of such shares is 20,000,000 Finnish markka. 

Copies of the 1997 Annual Report and Accounts and the proposals mentioned above to items 2 and 3, with requisite attachments are available for inspection by shareholders at the head office of 
Outokumpu Oyj at Rfihitontuntie 7, room A 223, 02200 Espoo, Finland from 24 March 1998 until the date of toe Meeting. Copies of these documents will be sent to shareholders upon request. 
(Tel. 4358 9 421 2451 or Fax +358 9 421 2428). 

The printed 1997 Annual Report will be sent by post to all registered shareholders before the Annual General Meeting. 

Right to attend the Annua! General Meeting 

In order to attend the Annual General Meeting, shareholders must be registered In the shareholders' register maintained by toe Finnish Central Securities Depository Ltd. (Suomen 
ArvopaperikesKus Oy) not later than 26 March 1998. Shareholders who own their shares through a nominee shareholder can attend only if they temporarily re-register the shares lo their own 
names. Such re-registration must take place no later than 26 March 1998. 

Notice of intention to attend 

Shareholders who wish to attend toe Annual General Meeting must notify toe company of their intention to do so, by telephone (Tel +358 9 421 2451) or by letter addressed to Outokumpu Oyj 
Share Register, P.O. Box 140, Rfihitontuntie 7 B, 02201 Espoo, Finland so as to be received no later than March 27, 1998. 5 ' 

A Shareholder can attend and vote at the Meeting either in person or by authorising another person lo attend as a proxy. The Company requests .that Shareholders wishing to vote by proxy should 
inform the Company thereof and submit their proxies to the Company no later than March 27, 1998. 

Dividends 

The Board of Directors is proposing a dividend of 2.00 Finnish markka per share. The dividend wifi be paid to the shareholders who are registered in the shareholders' register maintained by the 
Finnish Central Securities Depository Lid. (Suomen Arvopaperikeskus Oy) as per April 3, 1998. The dividend Is proposed to be pate on April 8, 1998. 

Board of Directors 


A certain shareholder, who represents more than 20 per cent of the votes that can be cast in the General Meeting or Shareholders, has informed Outokumpu Oyj that it will (i) propose that toe 
number of toe members of toe Board of Directors be eight and that (ii) the following persons be reelected for the period expiring at the dose of the next following Annual General Meetina trf 
Shareholders: Ahti Hirvonen, Jyrki Juusela, Mauri Kairui, Matti Puhakka, Harri PynnS. Ilkka Suontinen, Pekka Tuomisto and Gerhard Wendt “waung 


Espoo, March 10. .1998 

OUTOKUMPU OYJ 
Board of Directors 
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Staveley warns of £74m losses 


By Jonathan Ford 


Staveley Industries, the 
underperforming UK indus- 
trial group, yesterday 
warned shareholders it 
would make a pre-tax loss of 
same £74 m ($224m) following 
the sale of two subsidiaries. 
The group, which has been 
under pressure from share- 
holders since failing to find a 
trade buyer for the busi- 
nesses last November, also 
announced the departure of 
Roy Hitchens, Its chief exec- 
utive. 

Staveley is selling Weigh- 


Tronix and Chronos Richard- 
son, which make measure- 
ment instruments, to their 
respective managements for 
net cash of £40m. 

Staveley said the disposals 
would give rise to a £79 -to 
exceptional charge after 
wilting back £66-2m of good- 
will previously written off. 

As a result, it expects to 
report a pre-tax loss of £74m 
in the year ending March 28. 
Pre-exceptional profits are 
expected to be "not less than 
£9.4m", against profits of 
£2L3 dl The shares fell 9%p 
to I22p. 


Following the disposals. 
Hairy Tuley, chairman, said 
Staveley would review how 
it could maximise value. 
W inding the possible sale of 
the group. “Nothing is being 
ruled out.” he said.' 

Mr TUley said Mr Hitch e ns 
had decided to go partly 
because the group would be 
Gar smaller once the dispos- 
als had been completed. 

Mr Hitchens had also 
come under pressure from 
shareholders about the poor 
performance of the measure- 
ments businesses. 

A new chief executive 


is being sought 
• Weigh-Tronix. which 
makes Industrial weighing 
equipment, is being sold for 
£44m cash to a buy-out team 
-backed by the US venture 
capital fund, Berkshire Part- 
ners. Chronos Richardson, a 
malrw of bag ging systems, is 
being sold for £5m, £2m in 
preference shares and £3m 
in cash to be deferred. Fol- 
lowing the sale, Staveley will 
have further exposure of 
£7.4m in guarantees and 
loans. 

Both businesses faced diffi- 
cult trading conditions last 


year. Weigh-Tronix, which 
made operating profits of 
£5 to in the year to March 
81, 1997, has struggled to 
break even since then. 
Chronos Richardson has 
been heavily lossmaking. 

The disposals represent 
the culmination of a difficult 
period for Staveley. during 
which time the shares have 
fallen by more than a third. 

The group had announced 
its intention to sell its mea 
surement division - includ- 
ing both Weigh-Tronix and 
Chronos - last April follow- 
ing a review. 


Sun Life 
merger 
savings 
at £40m 

By Christopher Adams 

Savings from last year's 
merger with Axa Equity Sfc 
Law are set to exceed expec- 
tations, Sun Life & Provin- 
cial HnMing t , the US insur- 
ance arm of Axa, said 
yesterday. 

Reporting an increase of 14 
per cent in pro forma operat- 
ing profits from £248. 8m to 
£284.5m ($475m) for 1997, 
ahead of most analysts' 
expectations. Sun Life said it 
would achieve annual cost 
savings of at least £40m. 

It said the merger had not 
affected new business sales, 
which rose 14 per cent 
against an industry average 
of about 10 per cent The 
shares rose 20p to 560p. 

Pre-tax profits of £337.7m 
(£2l9.6m) included several 
exceptional items: the group 
benefited from a. profit of 
£H2m an the sale of New 
Ireland Holdings to the Bank 
of Ireland in October, but 
incurred integration costs of 
£425m. 

Mark Wood, chief execu- 
tive, cautioned that competi- 
tion in life assurance and 
pensions, which accounted 
for 85 per cent of turnover, 
had increased with the num- 
ber of new entrants. This 
was intensifying pressure to 
reduce costs and it would be 
difficult to Tnnfwtairi mar- 
gins. 

The group planned to 
spend £8m on a television 
advertising campaign as part 
of efforts by French parent 
Axa to promote a single 
brand worldwide. It was also 
looking at ways to better 
exploit other sales channels , 
including telephone and 
internet. 

Overall, profits from the 
life and pensions business 
rose 11 per cent to £175. 7m. 


Pearson purchasing power rises 


By John Griper, Media Editor 

Pearson, the owner of the 
Financial Times, yesterday 
indicated that it was pre- 
pared to make a large acqui- 
sition to reinforce its pub- 
lishing and entertainment 
operations after gaining 
£540m ($90 lm) from asset 
sales over the past year. 

The company said it had 
"considerable firepower” 
after the sale of passive 
investments and businesses 
that lacked scale. Analysts 
estimated it could spend up 
to £1.2bn While mufatainfag 
adequate interest cover. 

Maijorle Scardino, chief 
executive, declined to specu- 
late on possible bid targets, 
although Pearson is thought 
to be interested in parts of 
the Simon & Schuster spe- 
cialist publishing operations 
being sold by Viacom, the 
US group. 


Pre-tax profits continued 
to be affected by restructur- 
ing. In the year to December 
31 they fell to £128.6m 
(£356.8m) after net excep- 
tional charges of £l57.3m. 
Including a £2 12m loss on 
the sale of Mindscape. the 
computer games arm. 

The 1996 figure benefited 
from a net £105m exceptional 
gain, including a £231-3m. 
profit on the sale of West- 
minster Press and a £lOQm 
charge related to accounting 
irregularities at Penguin, the 
book publisher. 

Operating profits rose 
from £247 to to £320to 

Ms Scardino said Pearson 
intended to continue dispos- 
ing of passive minority 
stakes, but indicated that it 
would keep its 50 per cent 
stake in Lazard Partners, the 
investment banking firm, 
until it could avoid diluting 
earnings. Lazar ds, which 



Marjorie Scanfino: deefioed to speculate on bid targets Brendan Con- 


contributed £43. lm (£40£m). 
has first option to buy Pear- 
son’s stake if it sells. 

The shares closed I6p 
lower at 950p yesterday. 

Of the £540m raised 
through disposals, £440m Has 
been committed to reinforc- 


ing operations through 
Investment and acquisitions. 
Ms Scardino said Pearson 
had earmarked £90m for 
investment in publishing 
and entertainment in Spain. 

Group turnover rose 5 per 
cent to £2 3bn fggjfan). 
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UK radio 
holdings 
to be put 
up for sale 


By Cathy Newman 


CLT-UFA. the European 
broadcaster, has appointed 
Lehman Brothers, the US 
investment bank, to sell its 
UK radio interests. 

CLT-UFA, which owns a 
majority stake In Talk 
Radio, a UK national station, 
is jointly owned by Bertels- 
mann, the German media 
company and Audiofina, the 
Belgian media group. 

Jean- Michel Rerdraon, 
director of radio at CLT 
UFA, said the company may 
now sell interests including 
a 63.2 per cent stake in Talk 
Radio, and RTL Country, a 
country music station broad- 
casting in London, despite 
previous denials of plans to 
sell. 

CLT-UFA, based in Luxem- 
bourg. is the largest broad- 
caster in Europe. 

Its other interests include 
a 15 per cent share of XFM, 
the pop music station for 15 
to 35-year-olds, and 80 per 
cent of Atlantic 252, which 
does not have a British 
licence but transmits to the 
UK from Eire. 

The stakes for sale could 
be worth £60m ($102m). The 
group’s 29 per cent stake in 
Channel 5, a television sta- 
tion. is not in the sale plans. 

CLT-UFA, which has 22 
television stations and 22 
radio stations in nhu* Euro- 
pean countries, said yester- 
day that it was "considering 
fits] options”. 

It added: "We're not in a 
hurry about this and there 
are no concrete negotiations 
with possible partners." 

MVI, the venture capital 
group that owns 35 per cent 
of TYtik, is thought to be 
mulling a takeover of the 
rest of CLT-UFA's UK radio 
interests. 

Meanwhile, Scottish Media 
Group, the newspaper pub- 
lisher and broadcaster which 
recently Indicated it was 
keen to expand outside Scot- 
land. is likely to take a close 
look at CLT-UFA's assets. 

It said last week it could 
raise up to £30Qm for acquisi- 
tions. 

Emap Radio and Capital 
Radio would be expected to 
take an interest in Atlantic. 
However. Capital could be 
deterred from bidding for 
Talk because its bid for Vir- 
gin Radio, another national 
station, was referred to the 
Monopolies and Mergers 
Commission. 

Scottish Radio Holdings, 
recently outbid by Emap for 
Melody Radio, could bid for 
some of CLT-UFA's radio 
shareholdings. 




Ladbroke/Hilton 
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What are the odds on two 
domestic demergers com- 
bined with a trans-Atlanuc 

merger? Still long, but get- 
ting shorter. If Hilton’s talks 
with Circus Circus Enter- 
prises over demerging lts 

gaming business are success- 
ful, the resultant pure hotels 
company will be under pres- 
sure to reunite the Hilton 
brand. Existing plans for 
co-operation with Ladbroke - 
which uses the Hilton name 
outside the US - pale beside 
the value a single company 
structure could create. Obvi- 
ous overlaps such as central 

SSSSn 

MMC might have a silver lining. If it pushes Ladbroke tato 
Hilton's embrace, shareholders should be more than happy. 

BTR 

It is a sign of the competitiveness of the UK 
buy-out market that CVC has gone stopping on the other 
side of the world. Australia is onehop too farfor mart “ . 
rivals. The £650m paid to BTR for its Australian bnfldmg 
products and Formica businesses - representing 10 times 
1997 operating profits and less than once sales - may not 
look too demanding. But CVC will need a sustained recovery 
in the Aust ralian economy, combined with judicious acquisi- 
tions. to help it achieve its usual 25 per cent returns. 

For BTR, the deal is not as eyecatching as its last seu-aff, 
clinched at mare than twice sales. And the exit from For- 
mica should be particularly humbling. The US-based busi- 
ness was acquired for some £400m in 1995. Of which more 
than £200m was goodwill. BTR would only describe the fall 
in Formica *»amiug s from 1996 to 1997 as “substantial". After 
writing back £600m of goodwill in total for Formica and 
ABP, the loss on disposal will be £520m. No wonder share- 
holders are nervous when BTR has cash' to spend. 


Emerson calls off 
Astec discussions 


By Andrew EdgacSffe-Johnson 

Emerson Electric, the US 
electronics group which 
holds a controlling stake in 
Astec (BSR), yesterday ter- 
minated talks about a possi- 
ble bid far -the 48.9 pa- cent 
it does not own.' 

The US group, which 
mooted a bid in January at 
the market price of lllp, 
said it had been unable to 
secure a recommendation 
from the independent non- 
executive directors. The 
shares slipped 4p to U7p. 

Emerson also claimed its 
fourth scalp among the 
power convertor manufac- 
turer’s independent directors 
as It announced the replace- 
ment of Brian Christopher. 


Astec’s independent chair- 
man, with its own vice-chair- 
man, James G Barges. 

The move came a week 
after Emerson voted three 
independent executive direc- 
tors - Neal Stewart, Michael 
Arrowsmith and Michael 
Smith - off the boanL- ' 

A statement from Astec 
said Mr Christopher had 
"resigned following consulta- 
tion with the company's 
majority shareholder. 

“We reconstituted the 
board to reflect the owner- 
ship structure,” Emerson 
said yesterday. 

The litigating minority 
investors said: This behav- 
iour is typical of the bullying 
and coercive nature of Emer- 
son’s approach.” 
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TECHIVIP 1997 : STRONG GROWTH IN A 
DIFFICULT ENVIRONMENT 

The Board of Directors of TECHNIP, meeting on 1 1 March 1 998 under the 
chairmanship of Mr. Pieire VAILLAUD, reviewed the audited consolidated 
financial statements for the year 1997 which confirmed the preliminary 
results : 


Key figures iht mtOmts of Frenci Francs) 

1997 

1996 

Variation 

• TUmover 

11,868 

10,140 

+ 17% 

• Group net earnings 

627.1 

534.2 

+ 17.4% 

• Dividend per share, 
exduding tax credit 

14.50 F 

10.50 F 

+ 38.1% 


• Consolidated turnover grew by 17% to 11.9 ballon francs fcomoared ro 

FFr 10. 1 billion in 1 996) with Western Europe accounting for 40%. It includes 
turnover from the recently established company KREBS-SPEirHiiu 
consolidated using the proportional method (50%). For comparadve 
purposes, the turnover Increase would have been 15.5% with an unctewjed 
structure. ^ 

• Group net earnings amounted to FFr 627,1 million comuarpri 

FFr 534.2 million in 1996. an improvement of 27.4%. l ° 

• The backlog (value of the uncompleted parts of contracts in forc^i 
amounted to FFr 163 billion francs at 3 1 December 1997 Smeared 
FFTr 1 22 billion at 3 1 December 1996 and FF r j 6 . 7 billion at 30toS^9 ° 

• ? C ,^ rd financial statements of TECHNIP 

for I997 and deeded to propose to the Annual General Meet™ Lf 
shareholders on 30 April 1998 to increase the dividend to 

(FFr 171 million in 1996), being 14.50 francs per share ( m 50 ^“? 
1996) excluding tax credit ‘ °' 50 hancs in 

• A new law facilitating the share buy back is expected in France m rh; e 
context and on the proposal of its Chairman, the Board of Tfthn.d 
approved the principle of a share buy back of up to 10% of the stodc 
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BEST PRA CTICE IN-HOUSE COUNSEL - 

A strategic and 
global brief 


BUSINESS & THE LAW 



The structure of 
company legal 
departments is more 
fluid, says Robert Rice 

The recession of the early 
1390s proved a 'watershed 
for Europe’s in-house cor- 
porate counsel Throughout the 
1980s lawyers working within 
commerce and industry were 
regarded as the Onderellas of the 
profession. But in the cost con- 
scious, post-recession era all *Hn+ 
began to change. 

As companies looked for 
savings and efficiencies their 
gaze eventually settled on legal 
spending and the organisation 
and management of their 
in-house legal departments. 

Relationships with external 
legal advisers came under scru- 
tiny as they reappraised the split 
between work to be handled 
internally and work to be out- 
sourced. And the quality and 
status of in-house counsel began 
to rise. 

The restructuring of company 
legal departments and the chang- 
ing role of in-house counsel Hac 
been monitored closely by Euro- 
pean Counsel 3000, a handbook 
for lawyers working in Europe’s 
leading companies, published by 
specialist legal publisher PLC 
Publications. 

As part of the handbook, PLC 
carries out an annual best prac- 
tice survey of general counsel 
and the 1998 survey has just been 
published. 

Europe’s legal departments 
tend to be relatively small, par- 
ticularly compared with their 
American counterparts. The 
average , number of lawyers in a 
legal department of a European 
company is five and the typical 
number of lawyers employed by 


the company worldwide, 15. 

But the authors note many 
departments are much larger, 
with 30 per cent of respondents 
having more than 30 lawyers in 
worldwide operations. 

Generally, the structure of 
departments has become more 
fluid. Traditionally, European 
companies organised their H egu l 
departments along natiowJ lines, 
with sma l l departments in each 
country of operation. The trend 
towards globalisation, however, 
means there is lees reason for 
having separate natinnai depart- 
ments, the authors say, and 
companies have now regrouped 
their lawyers according to prod- 
uct divisions. 

These days most general coun- 
sel report either to the chief exec- 
utive or chairman, reflecting 
their new-found status. Reporting 
to the company's senior officer 
suggests their role has become 
more strategic than functional 

But, although they are increas- 


ingly assuming board level 
responsibilities and authority, 
most general counsel do not sit 
on the board. Practice varies 
from country to country. In 
Prance, for example, 73 per cent 
of general counsel are board 
directors, whereas in the UK only 
6 per cent are cm the board. 

The reason most do not sit on 
the board is because of the poten- 
tial conflict between a director’s 
commercial role and the tradi- 
tional role of general counsel in 
acting as the company’s 


independent legal adviser. 

For most companies, legal 
spending represents between 0.05 
per emit and 0.15 per emit of turn- 
over, although there are varia- 
tions related to different sectors. 

There are also huge differences 
in legal costs per company 
employee. The highest figure 
revealed by the survey was 55,000 
(£3,000) per employee and the 
lowest, S5. Again, the most influ- 
ential factor was industry sector. 

Are legal costs rising? Most 


respondents to the 1998 survey 
said they were, and attributed 
the rise in total costs to an 
increase in the cost of external 
legal advice. 

Looking at internal costs, Swit- 
zerland emerges as the most 
expensive place to base an 
in-house lawyer while tbs Scandi- 
navian countries are the cheapest 
- although only in the Nether- 
lands and Bel gium does the total 
in-house cost per lawyer appear 
to have risen significantly thi« 
year. 


The average hourly fee rate of 
an in-house lawyer appears 
to be lower than in previous 
years. Benelux countries and the 
Netherlands have the highest 
average internal hourly foe rates 
at 5182 and 5194 respectively, but 
the US average of 5155 is still 
higher than the European aver- 
age. 

The highest salaries quoted by 
respondents were about $400,000 
for general counsel; 5200,000 fin- 
senior lawyers; 5120,000 for junior 
lawyers; and $55,000 for secre- 
taries. In-house la wye rs in Bel- 
gium wexe the best paid followed 
by lawyers in the UK, but a 1997 
US Price Waterhouse Survey con- 
firms that European counsel still 
lag behind their US counterparts. 
Almost 70 per cent of respon- 
dents are paid bonuses, with a 
typical bonus amounting to 15 
per cent of salary. 

Turning to external legal costs, 
the survey found that respon- 
dents typically outsource 
between 20-25 per cent of their 
total legal work, with UK and 
Scandinavian companies outsour- 
cing the most and German com- 
panies outsourcing the least. 

Compared with the 1997 s u rve y 
respondents appear to be out- 
sourcing less work. Nevertheless, 
as the market for external legal 
services has become more com- 


petitive the cost advantages of 
operating in-house have become 
less obvious. 

In-house lawyers now concen- 
trate more on the business- 
critical work where their know- 
ledge of the business will 
improve the advice, and out- 
source the commodity work and 
one-off deals- 

However, there still appear to 
be cost advantages to doing work 
internally. The average in-house 
hourly rate across Europe is 
lower than the average rate com- 
panies expect to pay law firms 
for standard advice ($112 com- 
pared to 520Q) and the in-house 
rate Includes the cost of items 
which would normally be dis- 
bursements for which law firms 
charge extra. 

Also, the percentage of the 
legal budget spent on external 
advice is disproportionate to the 
amount of work outsourced. On 
average European companies 
spend 34 per emit of their budget 
an getting 20 per cent of their 
work done by external lawyers. 

On average the cost of external 
legal advice also appears to have 
risen. Specialist advice in the UK 
cost on average $425 an hour last 
year compared with $868 the year 
before. Only Finland is now more 
expensive than the UK far exter- 
nal legal advice. 



Although they are increasingly 
assuming board level responsibilities 
and authority, most general counsel 
do not sit on the board 


Employment rights 
after liquidation 


Ba 

European 
court 

The European Court of Justice 
last week issued a further judg- 
ment on the Acquired Rights 
Directive which deals with 
employment rights on the trans- 
fer of undertakings. 

The case concerned a worker 
dismissed by a liquidator just 
before the company's r emainin g 
assets were transferred to a new 
owner. 

The liquidation took place In 
Belgium under a Belgian legal 
procedure which did not amount 
to insolvency and which was 
regarded as primarily for the ben- 
efit of shareholders. 

The Belgian court ruled that 
the transfer of assets amounted 
to a transfer of an under t aking , 
but questioned whether the direc- 
tive applied to a transfer in the 
context of a liquidation. 

Although clear that the direc- 
tive does not apply in insolvency 
proceedings, the court felt the 
law was unclear in relation to 
other winding-up procedures. It 
referred the case to Luxembourg. 

The European Court concluded 
from previous case law that the 

ripferminingr factor was the pur- 
pose of the procedure in ques- 
tion. Account should also be 
tairtm of whether the undertak- 
ing continued to trade. 

The purpose of the Belgian pro- 
cedure was realisation of the 
assets for the benefit of the 
shareholders. Any benefit to 
creditors was secondary. It was 
not a condition of putting a com- 
pany into liquidation that its lia- 
bilities exceeded its assets. Also, 
although liquidation could pre- 
cede insolvency. It could result 
when members of a company no 
longer wished to co-operate. 

' Moreover, given that the 
undertaking rnntmiwd to trade 


and the business was transferred, 
there was no justification for 
denying workers their rights 
under the directive. 

The Belgian court also asked a 
question concerning article 4(1) 
of the directive which states that 
while a transfer cannot consti- 
tute grounds for dismissal, it 
does not prevent dismissals for 
economic, technical or organisa- 
tional reasons entailing changes 
in the workforce. The question 
was whether the article applied 
equally to the transferor as to the 
transferee. 

The Court said employees 
whose contracts of employment 
were terminated prior to a trans- 
fer, contrary to article 4(1), must 
be regarded as still employed by 
the undertaking at the date of 
transfer, with the result that the 
employer’s obligations were auto- 
matically transferred from the 
transferor to the transferee. 

Accordingly, in so liar as article 
4(1) precludes dismissals solely 
by reason of a transfer, it does 
not restrict the power of a trans- 
feror any more than that of a 
transferee to effect dismissals for 
the reasons which it allows. 

On the other hand, if an 
employee had been unlawfully 
fHcrniawi by the transferor, be 
must be regarded as still 
employed by the undertaking on 
the date of the transfer. 

Therefore, it followed that the 
contract of employment of a per- 
son unlawfully dismissed shortly 
before the transfer must be 
regarded as still existing as 
against the transferee, even if the 
dismissed employee was not 
taken on by htm after the under- 
taking was transferred. 

0-319(94: Jules Dethier Equip- 
ment SA v Jules Dassy and 
Sooam sprl. ECJ 6CH, March 12 
1998. 
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INTERNATIONAL PEOPLE 


Credit Suisse 
names Griibel 

Crecfit Suisse, the second 
biggest Swiss bank, has 
replaced its heed of private 
banking. 

. Oswald GrQbel. 54, head of 
global trading at Credit Suisse 
First. Bostoo(GSFBJ, the group’s 
investment bank takes over at - 
the end of the month from - 
Klaus Jenny. 55, who is emitting 
Credit Suisse after. 25 years. 

The departure of Jenny, who 
only took up Ns job at the start 
of 1997, means that Crecfit 
Suisse has replaced the heads 
of two of Its five core 
businesses within the past two 
months. 

At the start of the year Alien 
Wheat. 49, CSFB’s chief 
operating officer, took over as 
chairman and chief executive of 
CSFB from Hans-Lflrich Doerig, 
58, another Crecfit Suisse 
veteran, who became chief risk 
officer of the Crecfit Suisse 
Group. 

Jenny has decided to pursue 
other interests outside Credit 
Suisse and was leaving on “the 
friendliest of terms". 

The appointment of Grflbei, a 
German, means that three out 
of the five heads of Crecfit 
Suisse's core divisions are now 
non-Swiss. His appointment 
also points up the growing 
synergies between private 
banking and Investment 
banking. GrQbel joined White 
Weld in 1970 and has spent all 
fds career In Investment 
benJdng. 

Last July Swiss Bank 
Corporation appointed Rudl 


• ANZ INVESTMENT BANK, 
the investment banking arm of 
Australia and New Zealand 
Banking Group, has appointed 
PWlp Forrest head of ANZ 
hwestrriant Bank, south-east 
Asia, from April 14. He Joins 
from NatWest Markets, where 
he was managing director of 
south and south-east Asia for 
more than tour yeera. 

• LEHMAN BROTHERS has 
appointed Augusto 
LopezrGiaros senior 
international economist 
responsible for Russia. He joins 
from the International Monetary 
Fund where he monitored and 
reporte d to the IMF 
headquBrtas on the latest 
economic and political 
developments in Russia- He 

also provided Baton between 
the IMF and the Russian 
zutftoritte on a broad range of 
economic policy issues, as wen 
as proviefing macroeconomic 
policy advice. 

• N M ROTHSCHILD & SONS 
has recnjfted three directors for 
to investment banking division 
in London. RiO de Janeiro and 
Frankfort. Ion Bogdsneris. chief 
executive of GE Capital Bank In 
Scandinavia and previously 
efirectof of European business 
development, wiH report to 
Richard Davey, head of 
investment banking in London 
and will help with the 
development of the business of 
the Rothschild Group In 
continental Europe. Stephan 


Bogni, an investment banker, to 
heed its private banking 
business. 

GrQbel wiH not be directly 
replaced when he leaves 
London. Instead his 
responsibilities for equities, 
fixed income trading, foreign 
exchange, money markets, 
asset Rabffity management and 
research wffl be tfirecHy-f . 
subortfinatod to Wheat - 
Wttkm HaR. Zurich 

JCK Gold rises . 
from the ashes 

From the ashes of JCI, South 
Africa’s first black-owned 
mining house which wffl be 
HqukJeted later this month, 
black shareholders have 
salvaged a new venture, JCI 
Gold. 

The new company wffl be 
jointly controlled by the Kebbie 
family, which backed the 
ahfated acquisition of JCI by 
Mzi Khumalo, Its former 
chairman, in November 1996. 
Khumalo quit JCI - and his 
partnership with the Kebbtes - 
in January after a row over 
corporate governance. 

His place In Consolidated 
African Mining, the vehicle for 
the pooled i nterest s of Khumalo 
and the Kebbie family, will be 
taken by the African Mining 
Group, a broad-based 
consortium of black investors. 

The consortium was originally 
aligned with Khumalo, but was 
sidefined from Ms bid for Anglo 
American’s controlling stake in 
JCI when the tumbling gold 
price scuppered Its efforts to 
fund a stake m the 

MOVING 

Krummer has been appointed a 
managing cS rector of Rothschild 
GmbH In Frankfurt He joins 
from Bertelsmann, where he 
was chief executive of the 
Bertelsmann Multimedia Grotp. 
Roberto Hesketh, formerly a 
director of Banco Graphic, has 
been appointed a director in Rio 
de Janeiro of NMR Consuttoria 
Flrancera. 

• RCN CORPORATION has 
named Dennis Spina, former 
president and chief executive of 
Erol’s Internet, e drector end 
vice- chairman of RCN, es well 
as the company’s president of 
Internet services. RCN has also 
appointed Sal Quadrino, former 
chief financial officer of Grol’s, 
as its chief administrative 
officer. 

• AT&T-UNISOURCE 
COMMUNICATIONS SERVICES 
has appointed Dermis Roth as 
president and chief executive. 
Roth replaces Jim Cosgrove 
who returns to AT&T after 

-completing his two-year 
secondment from AT&T. Roth 
has been heaefing AT&T’s 
operating company In the UK 
since June 1997 and has played 
a key role fa establishing 
AT&T’s operations in the UK 
and Europe since his arrival In 
| the UK fa 1993. 

• PHILIPS 

SEMICONDUCTORS has 
| promoted Hein van dar Zeeuw 
to business unit manager for 
Telecom Terminal tCs. In Ms 
new role van der Zeeuw, 43, wfH 


century-old mining (poup. 

- Brett Kebbie, c hairman of 
JCl’s gold division, wi! become 
deputy-chairman of JCI Gold. 
John Brownrigg, an old JCI 
hand who Is currently running 
JCl’s Western Areas mine, will 
be mana^ng director of the 
new group. Wiseman Nkuhlu, a 
former heed of the development 
I .Bank of South AMcSL-has been 
I appointed chairman. ' 

Consolidated African Mining's 
other interests include 34 per 
! cent of Randgold, the mar gi nal 
j mining youp which pioneered 
: the current wave of reforms In 
the South African industry. 

Roger Kebbie, CAM chairman 
and father of Brett. last week 
succeeded Peter Flack as 
Randgold chairman. 

He wffl explore closer ties 
between Randgold and JCI 
Gold, before stepping down 
from CAM to make way for a 
black chairman later this year. 
Mark Ashurst, Johannesburg 

Hirst moves on 
at Citibank 

Citibank’s global corporate 
banking ambitions mean that Its 
regional heeds appear to do 
1 tittle else than travel. Allan Hast, 

, who opened up most of central 
Asia for Citibank and has 
covered the bank’s operations 
in central and eastern Europe 
since 1995 Is no exception. 

His days at dusty and exotic 
airport lounges are not yet over 
•though as he has now been 
appointed to head Citibank’s 
entire Middle East region as 
well as Pakistan and India. 

Hirst handled his former Job 

PUCES 

have worldwide responsibility 
for Philips Semiconductors' 
communications products. 

• KENNET CAPITAL, the 
venture capital co mpa ny that 
invests in European Information 
and communications technology 
companies, has appointed 
David Carratt as a director of its 
Investment team. He wffl focus 
on investments In the European 
software and services arena. 
Carratt is currently director of 
professional services for Sybase 

UK. 

• SANTANDER INVESTMENT 
SECURITIES has appointed 
Bruce Stanforth as a ' 
vice-president focusing on Latin 
American corporate bond 
research, concentrating on 
media, pay-TV, 
telecommunications and 
banking. He joins from the 
Americas Trust Bank. 

• SHELL COMPANIES in 
Singapore have appointed Lim 
Ngeok Yuen as its finance 
director. She succeeds Nigel 
Penny, who has taken up a new 
position with Shell International 
in London. SJngapore-toom Lim 
Ngeok Yuen has been 
cross-posted to Shell 
International fa London since 
1994. 

Shed Companies In Singapore 
has also appointed Robert Craig 
as its new chemicals director. 
Craig, who has been 
vice-president South-East Asia 
Chemicals based In Singapore 
since September 1994. 


from Warsaw. The PoQsh capital 
thus acquired the status of a 
centre for a Citibank region 
which stretched from 
Kazakhstan and other central 
Asian “Stans" through the 
Ukraine and central Europe to 
Turkey, Israel and Pakistan. 

The choice of Warsaw was a 
logical one as it was here that 
Hfrat opened Citibank's 
successful local subsidiary in 
1991. 

Hirst, who spent the 1970a 
working for the Democratic 
party in Texas later sought 
refuge from politics with 
Citibank which he Joined fa 
1981. Stints in Venezuela, 
Germany and the UK preceded 
his time in Poland where 
Citibank has accomplished the 
feat of acquiring a leading 
status among foreign banks 
without arousing the ire of the 
local competition. 

Now that Hirst is focusing on 
most points between Nepal and 
Beirut his former beet has gone 
to Dipak K. Rastogi, who comes 
to the region from developing 
Citibank's derivatives activities 
as a co-heed of Citibank’s 
Globe) Markets activities. 

He will no doubt soon team 
that the trick of covering centra! 
Asia Is to work out connections 
on akfines which fly western 
made aircraft, thus avoiding the 
stress Inherent In flying Aeroflot 
Christopher Boblnski, Warsaw 
• Salomon Smith Barney has 
appointed Mark Howdle director 
and pan-European strategist 
within the European equity 
research department fa London. 
He Joins from UBS where he 
was heed of European equity 
strategy. 


succeeds Roetf Venhufczsn, who 
has taken up a new position fa 
London as vice-president 
operational excellence for Shell 
Chemicals Europe and Africa. 

• KORN/FERRY 
INTERNATIONAL has eppointed 
Kenneth MacLennan a partner 
fa Us worldwide financed 
services practice. He joins from 
Standard Chartered Bank. 

• Mariano Favetto, 31, has 
joined CONILL ADVERTISING, , 
the full -service Hispanic 
marketing agency of Saatchl & 
SaatcN, as chief creative 
officer. He comas from Lautrec 
Nazca Saatchl & Saatchi, the 
network’s office In Argentina, 
where he was most recently 
creative director. 

• THE ESTBE LAUDER 
COMPANIES has announced 
that Jeanette Saridstan Wagner, 
currently president Estde Lauder 
International, has been 
appointed by the board of 
directors to the newly created 
position of vice-chafanan. The 
Esfee Lauder Companies. 

International - : 
appointments . 

Please fas informa tion ; . 
□anew .appointments 
- and retirements to 
+44 171 873 3926, marked, • 
for fateraational'PecEk- 
- Set fax to ‘fine’. 


In one yeai; 

we've transformed 

<; •« . . . 

the vision into 
reality. 


Financial Results 1997 


CHF Millions 


% Change 


Sales 

7,822 

+19 

Operating Income* 

854 

+71 

Net Income* 

571 

+84 

Earnings per Share* 

CHF 8.38 



Proposed Dividend per Share 


"before restr ucturi ng and special charges 


CHF 2.00 


Additives 


Consumer Care 


Performance 

Polymers 

Pigment s 

Textile Dyes 

Cfoa Specialty Owmiciis 


Only one year ago we set out 
with a vision; to be worldwide 
leaders in specialty chemicals. 
Along the way we defined anew 
Industry creating new products 
and processes that effect all of 
our lives. 

Over this short time, we have 
risen to new chaflmges. And we 
have taken Innovation in 


chemistry to new heights. We've 
met die commitments made to 
our customers, employees and 
shareholders. Now we want to 
exceed them. The virion is no 
longer just a vision. It'S reality. 

For more informati o n about 
Ciba Specialty Chemicals, fax 
+41 61 636 3019 or visit our 
website at http://www.dbasc.coin 


Ciba 



VHue beyond chemistry 


BUSINESSES FOR SALE 


Appear h the Ftonciaf Tines every Tuesday Friday aid Saturday 

For tether Mofmaflon, or to advertise in tNs section, 

please contact 

Melanie NHes on +44 0171 873 3349 or Marion Mfeddeibini on +44 0171 873 4874 
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INTERNATIONAL CAPITAL MARKETS 


Strong Emu sentiment buoys Europe 


GOVERl^ 

By Sanaa Dairies n London and 
Rfctand Tomkins m New York 


European markets bad a 
strong day. buoyed by pro- 
European monetary onion 
sentiment following tbe lat- 
est currency adjustments in 
Ireland and Greece, and a 
resurgent US Treasury mar- 
ket 

Analysts said there were 
limited spill-over effects 
from the drachma devalua- 
tion and punt revaluation, 
but those two markets 
stormed higher. 

Greek government bonds 
saw prices increase by about 
10 per cent, with the yield 
spread against German 
bunds narrowing by more 
than 200 basis points at one 
stage. 

David Keeble, bond strate- 
gist at Credit Suisse First 
Boston, said: “I think there 
are going to be a lot of 


people jum ping on the band- 
wagon, but nobody is selling 
Greece, so it is rather hard! 
to buy it/ 

The devaluation could 
increase inflationary pres- 
sure, ihniHng the potential 
for short-term interest rate 
cuts. However, it makes 
Greece a genuine conver- 
gence play again, and the 
longer maturities responded 
with enthusiasm. 

The action in the Irish 
market was more at the 
short end of the yield curve, 
with the stronger punt mak- 
ing It easier for the govern- 
ment to bring down Irish 
interest rates towards those 
of Germany - the gap is cur- 
rently more than 200 basis 
points. 

Elsewhere in Europe, the 
markets were quieter. Andy 
Bevan, senior bond strate- 
gist at Goldman Sachs, said; 
“The European market Is 
looking for fresh direction, 
and that is most likely to 


come from the US. But the 
US yield curve is so flat that 
it really needs some mone- 
tary easing to push the mar- 
ket much further. And we 
don't think the Fed is going 
to ease." 

UK GILTS performed 
strongly on the eve of the 
Budget, with the June con- 
tract settling £ higher at 


However, trading was 
extremely light, with just 
43.000 contracts traded as 
many investors chose to stay 
on the sidelines awaiting the 
Budget, PSBR data and 
retail sales numbers, which 
are all due today. 

The yield spread against 
bunds narrowed by three 
basis points to 114 points, 
buoyed by expectations of a 
prudent budget and expecta- 
tions that Gordon Brown, 
chancellor of the exchequer, 
will emphasise the push 
towards a net redemption of 
gilts. 


The new code for fiscal 
stability was also welcomed, 
although analysts suggested 
it would have little real 
impact 

GERMAN BUNDS rallied, 
although there was little 
news to drive activity. The 
June contract settled at 
107.73, up 0.16 and just 0.06 
off the day’s high. 

Philip Tyson, bond analyst 
at HSBC Markets, said: “The 
underlying tone remains 
bullish, but volumes were 
quite low. l think that the 
XPO business confidence sur- 
vey on Friday could come in 
at the strong end of expecta- 
tions, but 1 thtnk that this 
will be a hiccup in the mar- 
ket, rather than a big correc- 
tion." 

There was a further flat- 
tening of the bund yield 
curve, but David Brown at 
Bear Steams warned that 
Germany could be hit by an 
interest rate increase by 
early May. 


“German headline infla- 
tion may be only as low as 
1.1 per cent and falling, but 
it does not blot out the tact 
that it will very reluctant to 
leave anything to chance 
when it comes to future 
interest rate settings for the 
euro." he argued. 

ITALIAN BTPs marginally 
underperformed bunds in 
the cash markets, with the 
yield spread widening one 
basis point to 33 points. The 
June future settled 0.08 
higher at 119.25, 

US TREASURIES opened 
stronger but backed away 
from their highs later in the 
morning as prices met tech- 
nical resistance. 

At noon, the benchmark 
30-year bond was up % at 

lO&ft, yielding 5,87 per cent, 

and the 10-year note was up 
h at 99ft, yielding 5.56 per 
cent. However, the two-year 
note lost its gains to trade 
unchanged at 100ft. yielding 
5.47 per cent. 


The rise in Treasuries 
came in spite of an absence 
of fresh economic data. Trad- 
ers said the market was tak- 
ing its lead from the dollar, 
which had made substantial 
gains against the yen over- 
night on news that the Bank 
of Japan had appointed a 
new governor. 

The market also appeared 
to suffer no adverse effects 
from the latest allegations of 
sexual misconduct against 
President Bill Clinton, made 
by a former White House 
intern named Kathleen Wil- 
ley in a weekend television 
interview. 

Although there were no 
releases of significant eco- 
nomic data driving the Trea- 
sury market yesterday, sev- 
eral statistics are due later 
this week. Including Febru- 
ary housing starts, indus- 
trial production and capacity 
utilisation today, and the 
latest trade figures on 
Thursday. 


Hellenic Republic makes 
debut offering in euros 


New international bond issues 


Amount Coupon Prtco Matarty Ftaoo 


Spread Book-turner 


IMTERfWTlONALBONDS 
By Edward Luce 

The Hellenic Republic 
yesterday capitalised on the 
publicity generated by its 
decision at the weekend to 
join the European e xchang e 
rate mechanism with its 
debut offering In euros. 

The E1.5bn issue, which 
was increased owing to 
strong demand, was the 
third issue In euros this year 
by a European sovereign. 

Unlike Italy and Spain, 
however, which launched 
10-year and 31-year bonds 
respectively, the Greek issue 
was priced at an ample 
spread over the OAT bench- 
mark due to the country's 
BBB~/Baal credit rating. 


WORLD BOND PRICES 


Some described the deal as 
generously priced, at a yield 
spread of 94 basis points 
over the OAT. “They could 
perhaps have priced it a 
little tighter after the posi- 
tive news at the weekend.” 
said one banker. 

Nevertheless, the deal, 
which was lead-managed by 
Credit Suisse First Boston. 
Paribas and SBC Warburg 
Dillon Read, was clearly a 
significant issue in its own 
right 

“Greece is undoubtedly 
the next convergence play,” 
said an official at one of the 
lead managers. “We had 
accounts which had never 
bought euros before and 
ones which had never 
bought Greece as a sover- 
eign credit either.” 


The issue tightened by two 
basis points yesterday after- 
noon and the republic’s 
benchmark 10-year dollar 
bond tightened sharply in 
response to the weekend's 
events. 

Elsewhere, ENDESA, 
Spain's partially privatised 
electricity utility, made a 
benchmark offering in the 
dollar market with a five- 
year $500m issue. The bond, 
which was also Endesa’s 
debut in dollars, was priced 
to yield 35 basis points over 
the Treasury and was lead- 
managed by Morgan Stanley. 

CITICORP Uainched its 
first sterling bond since 1985 
with a five-year £250m float- 
ing rate note. Barclays Capi- 
tal, sole lead, said the band 
was 100 per cent risk- 
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weighted because it was 
issued by the holding com- 
pany rather than the bank 
(which would have been 20 
per cent weighted). It was 
re-offered at a margin of 12.5 
basis points over Libor. 


In the dollar markets, 
yield spreads continued their 
gentle drift wider, with 
AAA-rated names such as 
the World Bank nudging out 
a basis point or two in the 
five-year sector. 


However. Federal Home 
Loans, which lannched a 
$2bn three-year benchmark 
last week, saw its spread 
maintained at 13.75 basis 
points, compared with a 
launch spread of 14 points. 


- 

FRENCH RAILWAYS 

RFF plans El bn eurobond 
to broaden investor base 

FWseeu Ferre de unvefled 

railways' track, tunned. next week or so. 

plans to issue a ^^fS^JnTpart of RFFs FFr15bn- 
The eun>den °I^II^,™ for 1 993, saW Jean-BapHste Mas- 
FFr20bn funding ^ to meet FFr]2br* ' 

signon. chief financial °^ n0 ^n the international bond 
FFrtstxi Of this year a financing dwnestic bonds issued In 
market, with remainder coming from domestic 

Cheaply when market c ^^ f ^ , S wav company SNCF In . 
being advised by SBC W ^ a <je & s from SNCF, two 

t-s* 

of FFr16.Bm, capital spending of FFr10.4m and interest charges 

01 SSanmand. chairman, said ' 

income and outgoings by increasing ******** charges and 
reducing maintenance costs. Charles Batchetor 

CREDIT DERIVATIVES 


Survey sees $2,000bn market 

The global market for credit derivatives could grow to as much as 
$2,000bn by 2000 In terms of undertying amount, according to a 
recent survey. The figures, published by Risk, the financial risk 
management magazine, are much higher than previous estimates. 

Credit derivatives are privately negotiated transactions allowing 
traders and investors to protect themselves against, or speculate 
on, changes in a borrower's creditworthiness. A 1996 survey by 
the British Bankers Association estimated the size of the London 
market at $20bn and saw growth to $100bn by 2000. 

The 29 banks and brokers surveyed by Risk, mainly In Europe 
and the US, estimated the current market at about $165bn. White 
most activity Is concentrated in total return swaps and default 
swaps, options on creefit spreads are expected to be the fastest 
growing sector. 

The survey showed Europe was likely to overtake North 
America 33 the main trwSng centre, partly as a result of European 
monetary union. By removing opportunities to speculate on 
currency fluctuations and interest rate differentials, monetary 
union is expected to focus Investors' efforts on analysing credit 
differentials. Samer tefcandar 
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CURRENCIES & MONEY 


Drachma gains after double surprise 


MARKETS REPORT 


The Greek drachma's 

devaluation anfl entry into 

the European Exchange Rate 
Mec h a nis m was given a 
parded welcome by the 
internat i o na l currency mar- 
kets yesterday. 

The weekend decision by 
the Greek government - 
alongside the Irish govern- 
ment’s decision to revalue 
the punt by 3 per cent - to 
sign up to the ERM with the 
drachma well below its pre- 
vailing rate, caught the mar- 
ket by surprise. 

Trading at its new central 
rate of Dr357 against the Ecu 
- 12.1 per cent below the 
Greek central bank’s Friday 
afternoon fix of Dz3l3.7 - the 
d rach m a yesterday appreci- 
ated to Dr352. In later Euro- 
pean trading it was Dr347. 

Against the D-Mark, the 
drachma was firmer at 
Drl74.9, down from a session 
peak of Drl72.S. Late an Fri- 


day it traded at DriTO. 

The boost to Greece's 
chances to joining the single 
currency, perhaps as soon as 
2001, helped sentiment in 
favour of the dr achma deal- 
ers said. But others worried 
the devaluation's could 
Cause inflati on . 

■ Inflation worries were also 
behind concern that the 
revaluation of the Irish punt 
by 3 per cent was not 
enough. Mark CKffe. Interna- 
tiona] economist at HSBC 
Markets, said the Irish reval- 
uation paves the way for 
interest rate cuts. “We 
should be looking for moves 
in the next few weeks, and 
fairly substantial moves as 
well," Mr Cliffe said. 

The move put the punt in 
the unusual position of 
being knocked off the top of 
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the EMS grid. It is now the. 
second-strongest, with the 
drachma top. 

Sterling lost ground yes- 
terday. as profit-taking 
ahead of today's UK Budget 
saw the pound slide back 
against the D-Mark and the 
US dollar. 

■ The weekend’s moves by 
Greece Is likely to lead it 
into a policy dilemma of its 
own making, according to 
Avinash Fersaud, chief cur- 
rency analyst at JP Morgan. 

Lucas Papademos, the 
Greek central bank gover- 
nor, said yesterday he would 
not allow the drachma to 
diverge “substantially" from 
its central ERM rate. Yet, as 
Mr Persaud points out. 
Greece needs a stable 
drachma and low inflation to 
be allowed to enter Emu. 

“One of the policy objec- 
tives will have to break - 
and tbe policy objective 
likely to break, in my view, 
is exchange stability," Mr 
Persaud said. 


Punt . 

Against the Mk (Dta per sj 
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■ Mr 


Based on the central rate 
being Greece's 2001 or 2002 
entry rate. Mr Persaud 
expects the drachma’s spot 
rate to appreciate by around 
10 per cent against tbe Ecu. 

■ The effect on the UK of 
the weekend’s ERM machi- 
nations are more complex. 
“From the UK’s perspective, 
the Greek move is more 
interesting. It reinforces the 


view that to join the single 
currency, you have to be 
member of the ERM," said 
Mr Cliffe. 

But the UK government 
does not want to be haunted 
by memories of Black 
Wednesday, September 1992. 
Its position is that formally 
joining an BUM mark two is 
not required. All sterling 
needs to do -is exhibit 
exchange rate stability 
against the euro for a period 
prior to entry. - 

Nick Parson, European 
markets analyst at Paribas, 
said that requirement 
depends on an inteipretation ■ 
of the Maastricht Treaty, 
which says countries should 
observe the normal fluctua- 
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tion bands for two years 
prior to entry. 

"It depends if you can 
observe something without 
being in it,” Mr Parsons said. 

Mr Persaud says the 
Labour administration has 
got a lot less to be afraid of. 
compared with 1992. In the 
latest version of tbe mecha- 
nism, currencies have the 
ability to rise or tell by 15 
per cent against their central 
rates, enough to encompass 
most fluctuations. A sterling 
central rate of DM2.60 would 
have a celling of DM259, and 
floor of DM2.2I. 

In any case, even exhibit- 
ing stability will require pol- 
icy changes: specifically . a 
shift from inflation rate tar- 
getting to exchange rate tar- 
getting far the Bank's Mone- 
tary Policy Committee. 

That could happen rela- 
tively swiftly. "If we are gen- 
uinely aiming for Emu entry 
early in the next pa rliamen t, 
that means ERM member- 
ship perhaps as early as 
2000." Mr Cliffe said. 
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Financial Times Highlights 


“1997 was Vie most successful year n the newspaper^ history 
it confirms us as the world's best international busness daiy.” 

Stephen G. Hi, Chief Executive 


Record circulation - up 15% year on year to over 353,000 


S a l e s of US edition break 50,000 for the first tone* 


Weekend FT is the fastest growing Saturday newspaper 1 


Total advertisement revenue up by 15% 


Operatmg profit up 138% 


tn London, Frankfurt, New York, Purls, Tokyo, Stockholm, Los Angeles, Leeds, Madrid, Hong Kong and Milan. 
Read by more Ban a mgion people in over 140 coodrles worldwide. 
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Copper group 
to lift output 
in Indonesia 


By Kametb Gooding, 
Mnfag Coirespondant 


Freeport-McMoRan, the US 
group, is responding to pres- 
ent low copper prices and 
the threat of global over- 
supply of the metal by 
increasing output by 40 per 
cent and lowering the cost of 
production by 20 per cent at 
its big Grasberg copper-gold 
mine in Indonesia. 

Freeport has dubbed this 
the "Hunker Down & Go" 
campaign. Nick Moore, ana- 
lyst at Flemings Global Min- 
ing Group, said the move 
was so aggressive that a bet- 
ter name would be “Bare 
Knuckle. Fist Fight". 

Mr Moore warned that 
other copper producers were 
likely to follow Freeport's 
lead by boosting output to 
lower costs because thi« was 
a typical reaction by the 
industry In a hostile price 
environment. He added: 
“This is a recipe for disaster 
with twice the ingredients. 1 * 

Freeport said It expected 
to sell 771,115 tonnes of cop- 
per from Grasberg this year, 
up from 535,244 tonnes in 
1997. Unit site production 
and delivmy costs are fore- 
cast to fall below 40 cents a 
pound ($882 a tonne) against 
51 cents ($1,124). 

Jim-Bob Moffett, chair- 
man, said that since the dis- 
covery of Grasberg in 1988 
the company had been con- 
tinually expanding the proj- 
ect Now it was in a position 
to focus on Grasberg’s oper- 
ating performance "to 
achieve higher sales levels at 
the lowest possible costs". 
The group would also put 
constraints on capital, 
administrative and other 
spending. 

Freeport's change of tack 
mmw; during a lull in the 
slide in the copper price seen 
so for this year. Neverthe- 
less, analysts pointed out 
that the move was a 


Copper price : 

tME&rontti (S par ton)) 

isoo • - • • 



reminder that more new cop- 
per production was on its 
way, notably the 400.000 
tonnes a year Collahuasi 
mine in Chile, owned by 
Mincrrco and Falconbridge. 

“More cuts at high-cost 
producers will be required if 
the current balance is to be 
maintained," said Jim Len- 
non, analyst at Macquarie 
Equities, part of the Austra- 
lian banking group. 

So far, mine closures in 
the US accounting for a total 
of 250,000 tonnes a year of 
production have been 
announced by BHP Copper 
and Cyprus Amax. 

Mr Lennon suggested that 
reductions in scrap supplies 
and buying by Chinese trad- 
ers also helped the recent 
recovery in copper’s price. 

“These factors are cer- 
tainly sufficient to justify 
the pick up in prices to the 
$L8(X)- $1,850 a tonne range, 
but we are very cautious 
about the upside from here," 
he added. 

A farther price rise would 
bring scrap back into the 
market, while buying by 
chinpap traders was notori- 
ously price-sensitive. 

Copper for delivery in 
three months on the London 
Metal Exchange closed last 
night at $1,827, up $8 a 
tonne. 


COMMODITIES & AGRICULTURE 


Kenyan nut producers optimistic 


By Gary Head 

Kenyan macadaxnia nut 
producers may be grateful 
this year for the harsh 

weather suffered by Hawaii 
in late 1997 and the early 
part of 1998- 

Severe drought, attributed 
to the current El Niflo 
weather system, is likely to 
reduce Hawaiian production 
of these highly priced nuts 
by as much as 50 per cent in 
1998, from the 28,000 tonnes 
estimated to have been har- 
vested in 1997. 

Hawaii and Australia are 
the two biggest producers, 
each with about 35 per cent 
of the total, although less 
than 20 per cent of Hawaiian 

output is exported. 

Kenya takes third place, 
and is by far the biggest 
macadamia nut producer in 
Africa. As a result of El 
Nino. Australia is likely to 
become the world's biggest 
producer this year, with out- 
put of about 27,500 tonnes 
forecast. 

Having escaped the worst 
of El Niflo, the Kenya Nut 
Company - a joint venture 



Kenyan brands of macadamia nuts are making strong headway In Europe Picture: Gay Mead 


between Japanese and Ken- 
yan entrepreneurs - is now 
set to take advantage of a 
possible shortfall in supply 
of this valuable nut 

The KNC is supplied by 
smallholders, who collec- 
tively have 2m macad axnia 
trees under cultivation. 

A tropica] evergreen, a 
mature macadamia tree will 
yield between 25kg and 30kg 
(unshelled) of nuts, though 
the KNC is exploring hybrid 
cultivation to improve this 
to 40-50 kg. 


Under its Nutfields brand 
name the KNC has made 
strong headway in Europe. 
While m acadamias are popu- 
lar in the US and Japan - 
thanks to the 2m Japanese 
tourists wbo visit Hawaii 
each year - they are not as 
well known In Europe. 

The KNC now supplies air- 
line Lufthansa with macada- 
mia snacks and is hoping a 
new brand name. Out of 
Africa, will help carry its 
products into the European 
supermarket trade. 


“If you look at other nuts 
you can see that macs da- 
mias have a lot of potential. 
World almond production is 
about 400.000 tonnes, pista- 
chios about 300,000 tonnes; 
macadamia production is 
less than 100,000 tonnes. It Is 
time the macadamia gained 
its citizenship in the nut 
world." says Yoshiyuki Sato, 
managing director of the 
KNC. 

But high prices are an 
obstacle to rapid expansion 
of the macadamia market. 


Prices for top quality mac& 
damias last 

$9,000 a tonne, substantially 
higher than almonds (about 
$4 000 a tonne), or cashews 
(about $5/WJ a tonne). 

They have since retreated 
to about $8,000 a tonne - 
largely as a result 
decreased demand in east 
Asia, particularly Japan.- m 

MKAnRrrtif 1 


sivity. 

Mr Sato, however, is con- 
vinced that macadamias 
have a growing future out- 
side the snack and confec- 
tionery fields, in cosmetics. 

“This is the king of nuts. It 
has the highest percentage 
of natural oils of all nuts. 
Besides being cholesterol- 
free. scientists have discov- 
ered that the chemical com- 
position of macadaxnia oil is 
almost identical to the natu- 
ral oils of a young girl's 


skin 

“This is why Shiseido lone 
of Japan's leading cosmetic 
companies] is now using it 
as a base oil for fecial cos- 


metics." 


Asia’s milkman left out in the cold 

New Zealand’s dairy board is having to search for new markets in the face of falling demand, writes Terry Hall 


F alling demand in 
Indonesia. South 
Korea, the Philippines 
and Malaysia is becoming a 
growing headache for the 
New Zealand Dairy Board, 
which likes to call itself 
Asia’s railTcrmm- 
New Zealan d is a leading 
supplier of dairy products to 
Asia - notably whole milk 
powder - and the region's 
finan cial problems are likely 
to cost it at least NZ$70m 
(US$41 m) tide season. This 
compares with the dairy 
board’s total worldwide sales 
of more than NZ$6bn, or 30 
per cent of the world trade. 

. The board believes it will 
be forced to divert around 
47.500 tonnes of dairy prod- 
ucts - nearly 10 per cent of 
its annual Asian sales of 
500,000 tonnes - to other 


markets before the current 
season ends in May. 

Neville Martin, of the New 
Zealand Dairy Board, says 
that despite the difficulties, 
New Zealand is better placed 
in Asia than many of Its 
competitors. 

Its brands, such as 
Anchor, are market leaders 
in most countries and whole 
milk powder, the dairy 
board's biggest selling prod- 
uct in the Asian region, is 
considered a staple food for 
infant nutrition. 

"The situation there is dif- 
ficult, but it’s not calamitous 
for us," Mr Martin says. “We 
continue to regard Asia as 
one of our most Important 
markets." 

However, falling demand 
in Asia has sparked sharp 
falls in international prices. 


especially for milk powder, 
which has fallen by approxi- 
mately US$100 a tonne so far 
this year. 

The fall in demand is forc- 
ing the board to compete for 
markets elsewhere against 
Australia and Europe, whose 
goods are also being dis- 
placed from Asia. 

T his, together with the 
problems the board is 
having in capitalising 
on the recent 15 per cent foil 
in the value of the New Zea- 
land dollar because of previ- 
ous forward currency 
arrangements, are behind its 
surprise recent decision to 
advise farmers that they 
could face a modest fall in 
incomes this season. 

The board is now predict- 
ing a pay-out to formers of 


between NZ$230 and NZ$3 a 
kilogram of milk solids for 
the current season. This 
would be down from NZ$3.18 
last season and NZ$3.60 in 
1995. 

A foil in the international 
butter price this year of 
around US$300 a tonne is 
compounding the problems, 
although the cheese market 
is proving more robust, with 
prices slipping by around 
US$75 a tonne to the 
USS2J200 a tonne mark. The 
casein and protein markets 
are relatively stable. 

Mr Martin says that this 
unfortunately suggests New 
Zealand's unsubsidised form- 
ers will face a tougher than 
expected year, although they 
should benefit more fully 
from the dollar devaluation 
next season. 


Drought conditions in 
many parts of the country 
are forcing farmers, espe- 
cially those on the eastern 
parts of both the North and 
South Islands, to dry off 
their cows unusually early. 

H owever. £1 Niflo, the 
abnormal warming 
of the Pacific Ocean 
that disrupts global weather 
systems, has brought heav- 
ier rain than normal to west- 
ern regions, such as Taran- 
aki, leading to strong growth 
in the late summer. 

As a result of the freak 
weather, the dairy board is 
still forecasting that total 
production will rise by 
approximately 4 per cent to 
a new record of 914m kg of 
milk solids this season - up 
from 880m kg last year. 


Oil tests 
lows on 
IPE and 
Nymex 


MARKETS nBPOHT 

By Robert Corztee, Ken®®** 1 
Gooding and Saw 


Oil prices ware sent reefing 
again yesterday as bearish 
sentiment caused futures 
prices in New York and Lon- 
don to test fresh lows. 

In late trading on Lon- 
don's International Petro- 
leum Exchange, Brent Blend 
for April delivery - wMdi 
expired at the close of trad- 
ing - was $12-21 a barrel- 
lown 55 cents on Frid ays 
dose. May JBrent was down 
17 cents at $1258 a barrel. 

The front month contract 
an New York's Mercantile 
Exchang e fell below $13.75 
for the first time since 1988. 

The Centre for Global 
Energy Studies in London 
yesterday warned that prices 
»uld tumble to single-digit 
ggares in the summer if the 
Organisation of Petroleum 
Producing Countries failed 
jo act. It said even a lm bar- 
rel a day cut by Op ec w ould 
lot be enough to arrest the 
jresent price d e cline. 

On the London Metal 
Exchange's nickel market 
hree-month nickel closed up 
570, at $5,525 a tonne. Deal- 
ers said if nickel went above 
55,550 a tonne it would trig- 
ger more buying by organi- 
sations that relied on charts 
ind other technical signals. 

Worries that President 
feltsin's fiinasa might cause 
nore delays to Russian pal- 
qrfinm exports helped to 
rend the price to an 18-year 
ij c h of $282 a troy ounce. 
[Tie metal closed in London 
It $277.50, up $4J50. 

A busier day than of late 
ras seen by cocoa dealers on 
he London International 
financial Futures Exchange, 
pith 14,366 lots traded. How- 
sver, the relatively higher 
'Olunjfi did not help a mar - 
ret in which the fUndamen- 
als are strongly bearish. 
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CROSSWORD 

No .9,633 Set by QU ARK~ 



ACROSS 

1 Learner following what he 

'~S«) t0 d ° ^ s* 03 * 1 ** 85 

4 A physicist in hot day is 
obstructed (8) 

10 One name put round for a 
flower (7) 

11 Garnet's unusual, rare (7) 

12 A voice from the deep? ( 4 ) 

13 Sympathetic type at the 
watering-hole? (4-6) 

15 Plant book (6) 

16 A church high-up (7) 

20 Many included in Christ- 
mas eve rally (7) 

21 Stress the account needs 
money ( 6 ) 

24 From which one fihtajn s 
mayor’s badge of office? 
(5,5) 

26 Stake, backing mount (4) 

28 Traveller Alec’s unlikely to 
succeed (7) 

23 ST+ reb , ull(i E? incorporat- 
ing tax (confidential) (7) 

30 Acting as editor: English 
correcting? (8) 

31 Will’s character in niehtcan 

or tiara? (6) y 


DOWN 

1 Not a lively rot 
whacked (4,4) 

2 it’s in the perfrn 

mentally (2,7) 

3 Dress up in York 

5 Tar's dissolved i 

Positive (8) - 

6 Perfor ming pe in 
fitness (10) 

7 Managed church] 

8 Dun listener in i 


^_atfo applied 
the barber, etc i 
14 Undertake contr 
_ WA4) 

17 Stay in bed, dt 
JPpP 8 ** for ami 

18 Weaker in phon 
in the tonple. . 

19 — and so on (8 
22 Mark at church 

find(Q 

Ss^ tupin ^ 

Fruit very sof 

drink (5) 

27 Oil’s con tarn! 
grain store (4) 
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LONDON STOCK EXCHANGE 

Equities confront the Budget in confident mood 


MARKET REPORT 


Steve Thompson, 

UK Stock Market Editor 

UK stocks were by no means 
spooked by the imminence of 
today’s Budget, or by the 
rather poor display by Wall 
Street on Friday and some of 
the Asian markets early yes- 
terday. 

Instead, the leaders made 
rapid progress during the 
early part of the session, 
before running out of puff 
during the last few minutes 
of trading and eventually 
dosing the session modestly 
higher on balance. 


But the mood in the sec- 
ond-liners and small caps 
remained as positive as ever, 
with their indices advancing 
further into previously 
untouched territory. 

Apart from the Budget, 
there were other excuses for 
the market to have back- 
tracked. notably the poten- 
tial for upsets in the long list 
of economic data due this 
week from both sides of the 
Atlantic. 

These include domestic 
inflation and retail sales 
numbers, average earnings 
and the public sector Bor- 
rowing requirement, all for 
Fehruary. In the US. the two 


most important items of eco- 
nomic news include inflation 
and industrial output fbr last 
month. 

Sterling showed no signs 
of retreating from its posi- 
tion of strength, built over 
past sessions, with the Bank 
of England 's trade-weighted 
index holding around the 
107.0 mark, its best level for 
about 9 years. 

At the end of the session, 
the FTSE 100 had recorded a 
2.8 gain at 5.785.1. having 
recovered from an early dip 
and then moving up to a ses- 
sion high of 5,813.1 up 31.1, 
not long after trading 
started. 


A slightly nervous opening 
by tbe second-liners was 
quickly overcome and the 
FTSE 250 index edged its 
way forward to settle at a 
record closing high of 
5,367.8. up 10.2. At its best, 
the WO touched an intra-day 
peak of 5,369.1. 

The FTSE SmallCap deliv- 
ered a similar performance 
to that of the 250, easing a 
fraction during initial 
exchanges before stabilising 
and embarking on another 
good performance. It settled 
up 5.0 at an intra-day and 
closing high of 2,559.9. 

London's initial wobble 
was caused by investors’ 


unease over developments in 
the US where the Dow Jones 
Industrial Average fell 57 
points on Friday amid per- 
sistent rumours about Presi- 
dent Clinton's private life. 
However, the Dow recouped 
all of those losses early yes- 
terday afternoon. 

Tokyo's sharp decline was 
another bearish factor, 
although that was offset by a 
minor improvement by the 
Hong Kong market. 

Dealers said the London 
market bad prepared itself 
for a broadly neutral Budget, 
as far as stocks were con- 
cerned. although one said he 
would have preferred a more 


cautious approach to the 
event. “It's Mr Brown’s sec- 
ond Budget. He's got three 
more years to play with and 
if he is going to get tough, 
he will do it now rather than 
later." 

He said the only thing the 
market could be reasonably 
certain to expect was 
increased taxation on road 
fund licences, alcohol and 
tobacco - "the usual whip- 
ping boys." as he put it 

Trading volume was 
restrained by the institu- 
tions' reluctance to deal in 
large sizes so near to the 
Budget. At 6pm, turnover 
bad reached 913.6m shares. 
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NatWest 
caution 
on oil , 

COMPANIES REPORT 
By Peter John, Joed KJbazo 
and Marttai Brice 

Leading oil stocks were flat 
as the market’s principal oil 
price bull finally bit the bul- 
let and cut its top-of-the- 
range forecasts. 

NatWest Securities had 
steadfastly maintained its 
$20-a -barrel figure for Brent. 
However, with the first quar- 
ter almost out of the way 
and Brent slipping below 
$13, the broker has made an 
"adjustment” and reduced to 
$18 fbr the year. 

Nevertheless, NatWest 
remains chipper for the long 
term. A spokesman for the 
oils team commented: "We 
are still looking for a recov- 
ery over the balance of the 
year. The risks are firmly on 
the upside." 

While few oil specialists 
believe oil is stuck perma- 
nently at this level there Is a 
general view that something 
has to happen before it turns 
the comer and so fbr Opec 
has shown no strong inclina- 
tion to stem supply. 

And one analyst com- 
mented: “The sector is at a 
massive premium if you 

believe in $12 oiL" 

The majors were margin- 
ally firmer yesterday. In the 
exploration and production 
subsector. Enterprise fell 3 


to 543p and lasmo S to 272p- 

Continuing bid speculation 
sent mobile phones group 
Orange to an all-time high. 
The shares jumped 27 or 7 
per cent to 408p, the best 
performance in the FTSE 
100, in solid trade of 9J5m. 

Comments from British 
Aerospace that it had no 
plans to sell its 21 per cent 
- stake any time soon did little 
to dampen demand for the 
stock and one BAe specialist 
said: "I still think British 
Aerospace would like to sell 
this stake although it may 
feel the timing fon’t right at 
this stage." 

Positive notes from several 
brokers also helped boost 


sentiment in the stock. Nat- 
West Securities yesterday 
raised Its 12-month share 
price target to 416p from 
374p and retained its "add" 
recommendation. 

Analysts at NatWest said: 
“While some short-term 
issues remain, manage- 
ment's vision of a wire-free 
world - embraced by the 
market - could well prove to 
be correct on a longer-term 
view." 

JP Morgan is is also a fen 
of the stock and in a recent 
note to clients said: "We con- 
tinue to expect tbe stock to 
benefit from accelerating 
growth in the UK cellular 
market and believe the man- 
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agement’s strategy of 
strengthening the coverage 
and capacity of its network 
is likely to prove to be the 
correct one in the longer 
term." 

BAe closed 5 ahead at 
£19.56 with speculation that 
it is about to dispose of its 
property portfolio also a 
talking point. Dealers said 
news of a director selling 
shares had checked a further 
advance in the stock. 

Selected pharmaceuticals 
stocks came off the boil yes- 
terday as Goldman Sachs 
turned cool on the sector. 

Although it acknowledges 
the continued pressure of 
takeover activity and the 
low inflation outlook, the US 
broker has reduced its 
weighting recommendation 
for tbe UK and European 
stocks arguing that "a sense 
of reality must be introduced 
into the underlying funda- 
mentals." 

Goldman is concerned 
about rising costs, the sus- 
tainability of growth, the 
lack of pricing power and 
risks to products. 

Its main target is Roche of 
Switzerland, which lost 
ground after problems with 
its obesity drug. But the 
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pharmaceuticals team also 
cut its earnings numbers on 
SmithKline Beech am and 
Zeneca and went from “mar- 
ket outperformer” to “mar- 
ket performer" on both. 

SmithKline ended tbe day 
20 lower at 734p and Zeneca, 
which was creeping towards 
its historic high last week, 
retraced 99 to £26.00. 

Reports that tomorrow's 
official retail sales data for 
February will show a decline 
an the previous mouth's fig- 
ures cast a shadow over 
most of the leading stocks in 
the sector. 

Dixons falls 

The list of fall ere Included 
electrical goods retailer Dix- 
ons which surrendered 6 1 /* to 
472%p, Next, which fell 8V* to 
725’/jp. Also down was Boots, 
which gave up HV>p to 
898%p as reports circulated 
that its Boots the Chemists 
division will next week 
announce a major restruct- 
uring of its management. 

Construction-related 
stocks are about to enter the 
results season and have seen 
buying interest sparked by 
strong figures from house- 
builders. Aggregate Indus- 
tries was one of the better 
performers in the FTSE 250. 
The shares rose 2Vi to 60Vip. 

Hanson was also a strong 
performer, climbing 13% to 
365p, helped by Merrill 
Lynch reiterating its “accu- 
mulate" stance. 

Mark Hake at the broker 
increased his price target for 
the shares from 370p to 390p, 


based on the likely sale of 
the Grove subsidiary and 
potential resolution of the 
issue of environmental liabil- 
ity. 

However, investor interest 
was patchy, with Wolseley 
suffering the worst perfor- 
mance in the Footsie, losing 
24 to 505p ahead of results 
due today. 

The continuing investor 
demand for Information 
technology stocks was 
shown by the premium to 
which Guardian IT jumped 
on its first day. The stock 
was placed at 255p and leapt 
to 411‘Ap. 

Anite Group, the software 
and networking company, 
saw 2.6m traded as the stock 
gained 4 to 75p following the 
announcement that Fidelity, 
the big US investor, had 
increased its stake by a per- 
centage point, taking it over 
6 per cent, or 14.6m shares. 

The recent decision by the 
committee which oversees 
the FTSE Actuaries UK 
share indices that Misys 
would be the first reserve for 
the Footsie saw it rise 132 ’A 
to £29.12 /i. 

Attention also turned to 
Serna Group, which, with a 
market capitalisation of 
about £2.5bru could enter the 
Footsie in the near term. 
S erna Group shares rose 82V* 
to £22*37 VL 

Lavendon Group, the pow- 
ered access company floated 
at 140p 17 months ago, rose 
28% to 393V a p after unveiling 
a 70 per cent pre-tax profit 
rise. 

HSBC was strong in early 
trading on speculation the 
bank was planning a link 
with JP Morgan. The shares 
hit £19.15 at best before 
tracking back to £18J35, a net 
gain of 27. 

Gallaher retreated 19 to 
354p following revelations 
that the company’s execu- 
tives knew of the dangers of 
cancer from smoking years 
before acknowledging ciga- 
rettes could damage health. 
Imperial Tobacco fefl lOVi to 
401 %p in sympathy. 
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markets 


Buffetted bourses take the hint and rally 


EMERGING MARKET FOCUS 


WORL D OVERVIEW 

Warren Buffett la an 
investor well known for his 
belief that stock-picking, 
rather than market-tuning, 
is the key to long-term sue* 
cess, writes Philip Coggan. 
So it Is a nice irony that his 
weekend comments about 
US share prices helped 
prompt a rally in world mar- 
kets yesterday. 

Mr Buffett said that US 
shares were not generally 


overvalued, provided that 
interest rates did not rise 
and returns on equity 
remained high. Wall Street 
took the hint, with the Dow 
Jones Industrial average 
opening strongly yesterday. 

Throw in a healthy Trea- 
sury bond market, amid 
rumours of big purchases by 
an Aslan central bank, and a 
stronger dollar thanks to 
renewed worries about the 
health of the Japanese finan- 
cial system, and one had the 


almost ideal background for 
European stock markets. 

Bourses in Amsterdam, 
Brussels, Copenhagen, 
Frankfurt, Helsinki, Milan, 
Paris and Stockholm 
recorded closing highs. 

The biggest move occurred 
in Greece, where the Athens 
bourse gained more than ? 
per cent, as the drachma 
devalued by 12 per cent and 
joined the exchange rate 
mechanism ahead of hoped- 
for qualification for the sin- 


gle European currency in 
2001 . 

Two other Mediterranean 
countries prone to devalua- 
tion - Italy and Spain - 
have seen sharp share price 
gains in recent months as it 
has become clear they will 
qualify for a single currency 
and will benefit from lower 
interest rates. 

European stock markets 
have gained over the last 
three years from lower inter- 
est rates and from the pros- 


pects of economic recovery. 
But, as one analyst points 
out. lower nil prices have 
also played a part. 

"Oil prices have fallen 
below $14 on three occasions 
since 1979 - 1993/SH. 198* and 
1986. Two of those occasions 
saw explosive gains in Euro- 
pean bond and equity mar- 
kets. while 1998 also saw 
substantial advances." says 
Ian Harnett, director of 
European strategy at Nat- 
West Markets. 


"Equities gain from oil 
prices through lower input 
prices boosting margins; low 
inflation increasing real 
earnings growth and low 
interest rates boosting dis- 
count factors," said Mr 
Harnett. 

"If. as our oil team 
expects, oil prices should 
return towards the $l8-$20 
range, increased exposure to 
the oil sector as part of a 
more defensive sector strat- 
egy is clearly called for." 


Drachma bears 
gifts for Greeks 


Dow opens 
with strong 
performance 


Roche fall sends Zurich lower 


EUROPE 


AMERICAS 


US equities started the week 
on an upbeat note, buoyed 
by a positive interest-rate 
backdrop, a wave of mergers 
and favourable comments by 
Warren Buffett, the so-called 
Sage of Omaha, writes Rick- 
ard Tomkins m New York. 

In early afternoon trading, 
the Dow Jones Industrial 
Average was up 68 at 8,670.52 
and the Standard & Poor's 
500 Index was 7.01 higher at 
1,075.60. 

Investor confidence was 
given a boost at the weekend 
when Mr Buffett remarked 
that, even at today's record 
levels, stocks need not be 
regarded as overvalued if 
companies continue to 
deliver strong returns on 
equity and if interest rates 
remain low. 

Yesterday morning, inter- 
est rates were positive for 
equities because US Trea- 
suries opened higher, push- 
ing down yields. The yield 
on the benchmark 30-year 
bond, which earlier this 
month bad been above the 6 
per cent level, was at 5.87 
per cent at noon. 

Not all the news for equi- 
ties was good. Mr Buffett's 
report to shareholders In 
Berkshire Hathaway, bis 
investment vehicle, revealed 
that he had substantially cut 
bis stake in McDonald’s, the 
US fast-food company. That 
sent McDonald's shares 
down $1% to $S 8K. 

Another loser was Iomega, 


which saw its share price 
fall $1% to $7 after warning 
that it would report flat rev- 
enues and substantial losses 
in the first quarter. 

Also in the technology sec- 
tor. Internet Communica- 
tions lost $% to $SV» after 
warning of fourth-quarter 
losses and first-quarter 
restructuring charges. 

Elsewhere. however, 
merger activity gave some 
prices a boost Safety-Keen 
rose $B to $28ft after agree- 
ing to a bid by Laidlaw Envi- 
ronmental Services, which 
was unchanged at $4%. 
American General Hospital- 
ity was up $& at $27% after 
agreeing to merge with Cap- 
Star Hotel. 

Aetna gained ground after 
agreeing to buy NYLCare 
Health, rising $% $84ft. But 
Alltel lost $1£ to $44% after 
announcing a deal to buy 360 
Communications which tum- 
bled $4 to $31%. 

TORONTO cast aside the 
uncertainty that dogged it 
on Friday to move smoothly 
higher in early trading. 
Northern Telecom surged 
and the banking sector was 
also buoyant At noon, the 
300 composite index was up 
42.64 at 7.427.70. 

A rally for bonds helped 
lift banks. Royal Bank of 
Canada gained 75 cents to 
C$85.10 and there was no 
shortage of activity in Bank 
of Montreal which jumped 
C$1.06 to C$79. Toronto- 
Dominion Bank added 30 
emts to C$64. 


A sh arp fall in Roche sent 
ZURICH lower. The pharma- 
ceuticals giant came under 
pressure as downgrades 
from Goldman Sachs and 
Merrill Lynch followed hard 
on the heels of news that the 
US authorities could not 
make up their mind whether 
to approve its Xenical anti- 
obesity treatment 

Roche certificates tumbled 
SFr815 or 4.6 per cent to 
SFrl6£40, contributing to a 
66.8 fell in the SMI index to 
7,261.2, as the news from the 
US dashed hopes that in 
Xenical the company had 
developed a blockbuster 
which, would revive its phar- 
maceuticals portfolio. 

Goldman Sachs said it had 
dropped Roche from its 
global priority list and also 
reduced its 1998 earnings 
estimates. The US invest- 
ment bank added that it saw 
narrower profit marg ins and 
slower pharmaceuticals sales 
from 2000 to 2003. 

Ciba fell SFr4.25 to 

Roche - 

Ce rtifi c ate s price and index (retesed) 


I FTSE Actuaries’ 

Share intiic.es 



: iEuroDeart'ser/ei 

Mena 16 

National & netfaal 
Harlots 

Ecu 

hdea 

Hays 

% 

change 

petals 

rm 

grass % 

n am 
vtd 

Total retn 
lEari 

FISE Emotop 300 

116630 

+0.42 

+4.93 

197 

3.64 

1178 21 

FISE Euro top 100 

2875.02 

*aiB 

+460 

- 

- 

- 

FTSE Ear** 300 Reghtts 






300 UK 

1149.00 

-0.07 

-0.7B 

228 

879 

1177.47 

300 Ex-Ui 

II75J5 

*0.70 

+8.16 

147 

0.71 

117911 

300 EuroUoc 

1156.36 

+1.04 

+11JB6 

1.65 

0.99 

1161.83 

300 Ex-EunAtac 

1174.60 

-Ml 

-0.06 

2.19 

555 

1192 74 

FTSE Etaeup 300 Economic Graop* 





Hcsuurcss 

97206 

+036 

+025 

281 

3.62 

989.42 

Central Mostnes 

1095.77 

+0.85 

+926 

1.78 

204 

1100 60 

OoRnmer Comb 

1157 JO 

-0.97 

-1133 

1J6 

291 

1173.38 

Services 

112268 

+005 

+0JB 

2.09 

2.68 

1134.46 

tones 

1247.65 

+0.42 

+525 

231 

1.84 

1264.66 

Hnanctt* 

1288.24 

+1.03 

+13.18 

191 

626 

1302.05 


Mm Me— an on mpAMvAsta* TiT m fooBtf m eg Bfcrnf tads matt of In unum Stack Ekmk 
WO n> RwcM Ttratk fantgp' U • nf/HtK0 too, nt & ta hetman Soft bcHflgs. FTSfc bmtap Mots 
cmkM H R5E HmRonM O FIS- U anfflM UMM 1990. U OfO raenti 



Sao Paulo takes profits 


SAO PAULO ran into modest 
profit-taking. The strong 
start on Wan Street cut no 
ioe with local investors who 
took the opportunity to 
pocket same of the near 10 
per cent gains racked up 
since the start of the month. 

Among the heavyweight 
stocks. Telebrds added 
R$a05 to RS22.70, but Eletro- 
brds came off R$0.56 to 
RS52JK) and Vale do Rio Doce 
RS0.71 to RS26.40. Volume 
was said to be moderate. At 


midsession, the Bovespa 
index was down 41 at 11,515. 

MEXICO CITY also lost 
ground with the IPC index 
off 18.70 at 4,766.71 at midses- 
sion. Dealers said continued 
worries over weak oil prices 
kept sentiment in check. 

Telmex improved 5 centa- 
vos to 22.70 pesos, but 
Empresas continued to 
harden, adding 42 centavos 
to 17.92 pesos on news that it 
bad withdrawn Its offer for a 
stake in a Spanish buflder. 


Johannesburg climbs again 


^UTR AFRICA 

Shares in Johannesburg 
pushed higher for the sixth 
day running. The all share 
index ended just short of a 
five-month high, up 76.8 at 
7,281.5. Industrials rose 0.9 


per cent to &581.3, underpin- 
ned by derivatives activity 
ahead of Friday’s expiries. 

Among resource stocks. 
Amplats jumped close on 7 
per cent to R76.50. Golds 
stayed dull, easing 0.48 per 
cent to 725.6. 


Jan 1996 Mar 

SFrI86-75 on profit-taking as 
an 84 per cent rise in 1997 
net profits failed to live up 
to some expectations. ZKB 
recommended a switch into 
Clariant, SFr22 weaker at 
SFrL516. Engineering group 
Suteer fell SF123 to SFrlJSB 
ahead of 1997 results due on 
Wednesday. 

In financials, CS Group 
rose SFrl.50 to SFr271.50 
although expectations for a 
mostly favourable 1997 
results announcement today 
were tempered on concerns 
that the figures could con- 
tain negative surprises. 

ABB fell SFrZi to SFr2,176 
after its ABB Switzerland 
subsidiary' posted a 39 per 
cent drop in net 1997 profits. 

Adecco put on SFrS to 
SFr544 after its first ever 
domestic roadshow at the 
end. of last week prompted 
renewed interest 

PARIS pushed higher on a 
combination of earnings 
hopes and banking merger 
rumours. The CAC 40. which 
broke above 3.600 at one 
stage, ended up 58.03 at a 
record 3 .598.28. 

Dollar gains added depth 


to the earnings focus. 
Alcatel Alsthom and LMYH. 
both big overseas earners, 
rose FFr50 or 5.7 per cent to 
FFr932 and FFr51 to FFr 1.273 
ahead of results statements. 
Fluoce Telecom rose FFr8.50 
to FFr326.50 and Michelin 
FFr16.90 to FFr408.90. 

Banks saw a resurgence of 
sector restructuring stories. 
BNP gained FFr26.50 to 
FFr465.5, Paribas FFr16.00 to 
FFr581 and Socidt§ Gdn&rale 
FFr66 to FFr1,146. 

FRANKFURT pressed fur- 
ther into record territory in 
late electronic trade as Wall 
Street's early strength took 
the Xetra Dax index up to a 
high of 4,918^7. before it pul- 
led back to close 33.35 higher 
at 4,905-59. 

Puma, the sports shoe 
maker, ran up DM3.40 to 
DM4L90 as the market con- 
tinued to digest last Friday's 
results news conference, 
which proved in line with 
most expectations. 

Sportswear manufacturer 
Adidas picked up another 
DM5 to an all-time high of 
DM307 as continuing inter- 
national results presenta- 
tions, showing record 1997 
results, revived interest in 
the stock. Deutsche Morgan 
Grenfell has raised its 1998 
share price target of DM350. 

Insurers found favour, 
with Allianz DM24 higher at 
DM590 and Munich Re 
DM25.30 ahead at DMS2&30 

Deutsche Telekom rose 38 
pig to DM39.50 ahead of a 
press conference today at 
which the chief executive 
Ron Sommer is expected to 
give positive news about 
first-quarter profits. 

Daimler Benz rose DM1.4Q 
to DM162.40 as the company 
gave more details of its spe- 
cial p ayout of DM20 a share. 

AMSTERDAM fended off a 
dull day in some of the inter- 
national heavyweights to 
close with the AEX index up 
8D6 at a record 1,116.83. 

Helped by firmer bonds, 
financials supplied most of 
the upside pressure with 
Fortis Amev gaining FI 3.80 
to FI 123.50 and Aegon, 
which puts out figures on 
Thursday, rising FI 6.20 to 
FI 255.50. 


KLM was the day’s stron- 
gest performer, adding 
FI 3.90 or 4.7 per cent to 
FI 87.50. Philips slipped 
FI 1.70 to FI 15330 and Uni- 
lever, hit lately by a number 
of broker downgrades, fell 
FI 2.60 to FI 137.90. 

MADRID edged up after 
fluctuating in a narrow band 
on light trading. The general 
index rose 0.31 to 820.92. 

Telefonica, which gained 
over 10 per cent last week on 
reports of a possible flotation 
of its subsidiaries, fell PtalSO 
or 2 per cent to Pta6^27D on 
profit-taking. The company 
yesterday confirmed it 
would be spinning off its 
international division next 
year. The group said it was 
also planning to float its 
media unit within two years 
although it was retaining its 
mobile phone operations. 

MILAN rose almost 2 per 
cent to a fresh all time high. 


The Mibtel index rose 411 to 
22.189 defying expectations 
of consolidation after last 
week's strong run. 

Continued speculation 
that Olivetti may become a 
takeover target for Mannes- 
mann of Germany boosted 
the shares L225 or 9.9 per 
cent to L2J500. The Italian 
group rallied after Mannes- 
mann's announcement last 
week that it was raising cap- 
ital triggered speculation 
that the German engineering 
group may bid for Olivetti. 

HELSINKI closed at an all 
time high thanks to strength 
in forestry shares and Nokia. 
The Hex index rose 29.66 to 
4.303.42 ignoring weakness 
in Raisio. The food company 
fell FM35 or 4 per cent to 
FM845 on reports that Uni- 
lever was launching a cho- 
lesterol-cutting product 
which would compete with 
Raisio's BenecoL 

COPENHAGEN gained on 
the strength of Tele Dan- 
mark. the telecoms group. 
The KFX-20 rose 1.11 to a 
record 229.83. Positive 
recommendations by Merrill 
Lynch, Den Danske B ank 
and Alfred Berg triggered 
buying in Tele Danmark, up 
DKr52 to DKr570. 

DUBLIN made a muted 
response to the punt's reval- 
uation at the weekend and 
the ISEQ index finished 15.11 
higher at 5.117.57. 

Written and edited by 
Michael Morgan, Jeffrey 
Brown, Emilio Terazono, 
Peter Ball and Paul Gregan 


The Athens stock market 
yesterday celebrated the 
drachma's entry to the Euro- 
pean exchange rate mecha- 
nism in exuberant style. 

International investors 
were jostling t° pick up bar- 
gains in Greek shares follow* 
ing Saturday’s 12.1 per cent 
devaluation of the currency 
under the terms of the ERM 
agreement. 

The general index surged 
7.3 per cent to 1,649, after 
touching the 8 per cent ceil- 
ing in early trading 1 . It was 
little short of a stampede 
and it pushed volume as 
high as Dr41bc ($I39m). 
more than double the dally 
average this year. 

“The market seems con- 
vinced that Greece is on 
track for Joining the Euro- 
club." said Evricos Sarsentis, 
chief analyst at Telesis Secu- 
rities in Athens. “The cur- 
rency looks stable, interest 
rates are coming off their 
highs and I don't think there 
will be further pressure on 
the drachma in the near 
future." 

In its bid to qualify for eco- 
nomic and monetary union, 
the government plans mea- 
sures to broaden privatisa- 
tion, reduce public sector 
spending, and make labour 
markets more flexible. Eco- 
nomic growth this year is 
forecast to beat last year’s 
35 per cent. 

Demand was strong yester- 
day for shares in exporting 
companies, which stand to 
gain most from the devalua- 
tion. Exporters had com- 
plained that the hard 
drachma policy - the cur- 
rency was pegged to the ecu 
to reduce imported inflation 
- was squeezing Greek com- 
panies out of European mar- 
kets. 

“Investors clearly think 
Greece's competitiveness is 
on the rise," said Kostas 
Tseregounis. analyst at 
NBGf Equities, the London- 
based brokerage controlled 
by National Bank of Greece. 
“This shouldn't be a one-day 
reaction. There’s potential 
for a bigger improvement. 
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Cements and metals produc- 
ers should do wen." 

Titan Cement, the top- 
ranked Greek producer, 
Intracom. the electronics 
and telecoms equipment 
manufacturer. Silver & Bar- 
yte, which exports bauxite 
for the aluminium industry, 
and Attica Enterprises, the 
fast ferry operator, all hit 
the 8 per cent limit for price 
gains in a single session. 

At the other end of the 
scale, shares in companies 
which depend on imports for 
a high percentage of turn- 
over fell steeply. Two of 
Greece’s biggest cosmetics 
distributors, Lavipbarm and 
Sarantis. dropped by 5 and 8 
per cent respectively on 
fears of a sharp fell in sales. 

Greek banks also showed 
impressive gains following a 
jump in bond prices after 
weeks of slack trading. The 
banks have sizeable portfo- 
lios of government bonds, 
some amounting to over 30 
per cent of the bank's total 
assets. “The prospect of 
lower interest rates in com- 
ing weeks has revived confi- 
dence in the banking sec- 
tor." says Mr Tseregounis. 

The revamped privatisa- 
tion programme calls for 
swifter disposals of state- 
owned enterprises. The ceil- 
ing for sales of equity stakes 
in state corporations will be 
lifted from 25 per cent to 49 
per cent. 


Kerin Hope 


Coalition move lifts Bombay 


ASIA PACIFIC 


Confirmation that the 
Bharatiya Janata party was 
finally on the way to form- 
ing a new coalition govern- 
ment prompted speculative 
buying which drove up 
BOMBAY by 152 per cent 

On Sunday, President 
K.R. Narayanan invited the 
BJP to form a government, 
after elections produced a 
hung parliam ent. 

Analysts said, however, 
that foreign investors 
appeared to remain cautious, 
awaiting the allocation of 
portfolios before committing 
fresh funds. 

The BSE-30 index peaked 
at 3,787.68 before pulling 
back to close 71.18 per cent 
better at 2^32^1. 

Much of the day's activity 
centred an local companies 
that may be offered a mea- 
sure of protection by the 
government against the 
activity of multinationals. 

Tata Iron & Steel climbed 3 
per cent to Rsl39^0. Associ- 
ated Cement Companies 
gained 5.6 per cent to Rsl.426 
and Reliance advanced 4.4 
per cent to Rsl76.60. 

TOKYO came under pres- 
sure after Friday’s gloomy 
economic data and a number 


Japan 
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of profit warnings, writes 
Paul Abrahams m Tokyo. 

The GDP figures indicated 
the economy was heading 
into recession, which under- 
mined the yen against the 
dollar but boosted bonds. 
The currency’s depredation 
hit industries dependent on 
dollar-denominated raw 
materials, forcing the Nikkei 
225 average down Ut per 
cent or 199 to 16,861.14. 

The Topix index of all 
first-section shares fen 8.40 
to 1*267.80 in exceptionally 
light trading of just 374m 
shares. The Nikkei 225 
traded in a range between 
17,062 and 16.792. 


The paper and pulp sector 
was among the worst per- 
forming, down 2 per cent. 
The steel sector fell only l 
par cent, however, in spite of 
gloomy February production 
figures. Nippon Steel was up 
Yl at Y242, the second most 
heavily traded stock. Kawa- 
saki Steel fell Y3 to Y216. 

The real estate sector was 
hard hit, down more than 2 
per cent, after Mitsui Real 
Estate issued a profits warn- 
ing and a cut in its dividend. 

Pharmaceutical stocks fell 
15 per cent. The sector is 
down more than 15 per cent 
since last summer as tbe 
threat of government- 
imposed price cuts due to 
take effect next month have 
taken their toIL 

In Osaka, the OSE Index 
fell 223 points to 16.847. 

MANILA moved higher on 
rumours of presidential 
approval for deregulation of 
the local oil industry. Petron 
jumped to 6J30 pesos before 
settling at 6.20 pesos, up 30 
centavos. 

Total volume was said to 
be on the thin side with sen- 
timent held in check by a 
Standard & Poor's down- 
grade for a number of banks. 
The composite index ended 
2083 ahead at 2494.12. 


JAKARTA closed slightly 
higher as domestic investors 
traded shares of companies 
controlled by newly 
appointed cabinet members. 
Overseas investors, however, 
remained sidelined as con- 
cerns lingered over reforms. 
The composite index rose 

4.05 to 510.79. 

Citra Marga. the toll road 
operator controlled by Presi- 
dent Suharto's daughter, 
who was appointed social 
welfare minister, was the 
most actively traded share, 
gaining Rp25 to Rp650. 

Astra, tbe car maker, 
gained Rp50 to Rpz.825 after 
its president, Bob Hasan, a 
long-time business associate 
and golf partner of President 
Suharto, was named as the 
new trade and Industry 
minister. 

HONG KONG saw a rally 
in Cheung Kong, HKS1 
highe r at HKS53 on Friday's 
news that tbe government 
had awarded the company a 
commercial and residential 
site in Kowloon at a lower- 
tban-expected price of 
KK&ftm. 

The Hang Seng index 
gained 12431 to 11.181.54 in 
slim turnover of just 
HK$5bn, encouraged by 
softer interbank rates. 
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Oruckmeschinen AG 
Germany 

IPO of 8300,000 shares 
DM 858.000,000 


Deutsche 
Lufthansa AG 
Germany 

Secondary Placement 
of 142302380 shares 
DM 4,758369,000 


Aixtron AG 
Germany 


Rocmn 


IPO of 1.000.000 shares 
DM 100300,000 


SAP AG 
Germany 

Secondary Placement 
of 3,537,519 shares 
DM 883,155,000 


ag ESS 

r Pro7M«S* 

Germany 

^ThyssanAG Jk 

Germany 

Secondary Placement 
of 3,000.000 shares 
^DM 1.200,000.000 

I Germany 

1 IPO of 2.120,000 shares 
^DM 82380,000 

IPO of 17,000,000 shares 

J»fl 1,260300,000 




r Vb8an«g«i /Kb 

Memationai France NV 

^MoBamgen 

^UMonBsnkof f fpy 

tatemationri Finance IW 

The Netherlands 

The Netherlands 

The Netherlands 

Exchangeable guaranteed 

Exchangeable guaranteed 

Convertible guaranteed by 

by Volkswagen AG 

by Volkswagen AG 

Union Bank of Switzerland 

\DM 100,000300 

yJSO 250.000,000 

^USD 320.000.000 


©sacksstok 

Germany 

IPO of 2330,000 shares 
DM 58,250,000 


BencUser NV BENOQSBl 

The Netherlands 

Secondary Placement 
of 21,000.000 shares 
USD 703.589,000 


Henkel Crxp. 
USA 


Exchangeable guaranteed 
by Henkel KGaA 
.DM 150.000.000 


/sGL Carbon Ctnp. 

USA 

Exchangeable guaranteed 
W SGL Carbon AG 
DM 160.000300 


f American Stores Co. A 
USA J 

Primes Placement 
and Secondary Placement 
0(3,543317 shares 
USD 152384,000 


Hanc Carp- 
USA 


IPO of 20310,000 shares 
\USO 4803*0.000 


^Journal 
Register Co- 
USA 

IPO of 1030Q300 shares 
yUSQ 147300300 


MotdvTol«do 

Inline. m r 

USA 

IPO of 7366,667 shares 
yUSQ 107333300 


DouARTwuny 
AumHKmvEChinup,iNc 

USA 

IPO Ol 3,61 B, 465 shares 
USD 74.179300 


erstes 

Austria 

IPO of 14.482386 shares 
^USD 711331300 


rUNIBANCO 

r SantaFe mf 

International Cwp. -*•» 

r SAFECO Corporation 

(Mae de BeneoaBmUntSA 

USA QrSby 

Brazil 

Secondary Placement 

Cayman Mands 

Primary Placement 

of 9.232355 GDSs 

IPO of 40,000,000 shares 

of 2340,000 shares 

yUSD 311312.000 

^US0 1,140300300 

UJSO 120350.000 


0(0 

f KGHM WWM 

PWffcaModrSA 

r 

BULEEUMEDfCA 

Fixed rare and warrants 

Poland 

Switzerland 

tor «quHy guaranteed by 

Secondary Placement 


Dai-lchl Kangyo Bank Ltd. 

Of 38300,000 shares 

IPO of 2,600300 shares 

yUSD 80,000,000 

^ USD 4533 15300 

SO 623373,000 


Magyar TidtatfsjRT 

Hungary 


P0 0(271.682.618 shares 
DM 1313.443300 


Stagecoach 
Hokflngapfc 
United Kingdom 

Placement rf 

2M74J48 ordinary shares 

U 50 30394,000 


•) Transactions where w* acted as Lead-Manager and Benkrwnrr, Cn-Lrad- or Co- Manager 
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FINANCIAL TIMES 
REVIEW OF THE 
TELECOMMUNICATIONS 
INDUSTRY 


Tuesday March 17 1997 


Although market liberalisation has finally 
arrived in most regions, hand-to-hand 
conflict still seems some way off. But 
a number of trends already suggest that 
global telecoms will be transformed within 
the next few years. Alan Cane reports 



as 


despite 



war 


T hese axe the days of 
phoney war for the 
principal combatants 
in global telecommunica- 
tions. With the majority of 
the -world's telecoms mar- 
kets now formally open to 
competition, most operators 
and their customers are 
experiencing business much 
as usual rather than the 
expected tooth-and-claw 
rivalry. 

January 1 this year may 
have signalled the official 
start of hostilities and there 
has been a scurry of legal 
spats over interconnection 
charges and tariff claims but 
the reality of hand-to-hand 
conflict still seems some way 
off. .... 

Experience suggests this 
could have been expected. In 
the period immediately fol- 
lowing market liberalisation 
in any industry, both compe- 
tition and market regulation 
are immat ure, and in conse- 
quence the incumbents are 
aide to rule the roost more 

OT unrhalfeng Bif- 
Brokers Credit Suisse First 
Boston . argue in recent 
research on the European 
market: Tor the next three 
years we expect the incum- 
bent operators to continue 
earning well in excess of 
their cost of capital. This 
wiD be less true of the new 
entrants absorbing start-up 
losses.” (A- review of 

Europe's new competitors 
appears later in this survey). 

Only when effective regu- 
lation levels the playing field 
can. competition develop in a 
healthy manner. Those tew 
countries such as *>ip US and 
the UK where the telecoms 
market has been liberalised 
for some years can testify to 
the effectiveness Of competi- 
tion and regulation in lower- 
ing prices for consumers and 
stimulating market diver- 
sity. 

Even in the US, however, a 
lack of regulation can help 
to stifle competition. AT&T, 
the largest US long-distance 
carrier has, for example, for 
the moment retreated from 
attempting to lease or buy 
phone lines from local opera- 
tors to local markets 

because it was unable to 
secure prices that would 


make the effort worthwhile: 

“AT&T is not going to 
spend money on this fool’s 
errand," Michael Armstrong, 
the company’s chief execu- 
tive, memorably declared . . 

In the event, global tele- 
coms liberalisation has got 
off to an untidy start The 
World Trade Organisation, 
which sponsored last year's 
breakthrough negotiations 
leading to 69 nations signing 
up for market liberalisation, 
was forced , to delay the 
starting date from January 1 
to February 5 this year, 
because a number of coun- 
tries were slow in ratifying 
the accord. - 

Some of them, including 
Br azil, Argentina and Poland 
have been given until July 
this year to do so. 

A number of trends, how- 
ever, already suggest that 
market liberalisation is only 
the beginning of a process 
which will see global tele- 
coms transformed within the 
next few years. 

The first is the fragility of 
the global grouping formed 
by the leading international 
operators to defend their 
home territories and 
Increase their overseas 
reach. The problems faced 
by these alliances raise the 
question of whether they can 
fulfil their potential as 
“supercarriers” with truly 
global reach and market 
power. 

Concert Communications, 
possibly the most advanced 
of the alliances, is in «rwn« 
disarray with the collapse of 
the merger between its par- 
ents, British Telecommuni- 


cations and MCI of the US. 
Furthermore. BT has 
decided not to go ahead with 
an alliance with Telefonica 
of Spain, preferring instead 
to compete with the Spanish 
operator on its home terri- 
tory. Telefonica dropped out 
of another European alli- 
ance, Unisource, to join Con- 
cert 

Global One, the aliian<s» 
between Deutsche Telekom, 
France Telecom and Sprint 
of the US is also in difficul- 
ties. Its chief executive, the 
experienced European tele- 
coms executive Viesturs 
Vucins, resigned “for per- 
sonal reasons’* after the com- 
pany admitted its financial 
performance was below 
expectations. 

Along with AT&T-Uni- 
sotcrce, ftp affianc e between 
the KPN of The Netherlands. 
Telia of Sweden, Swisscom, 
Telecom Italia and AT&T, 
the aiiianrp -had been hit by 
a precipitous drop in the 
cost of international calls 
caused by a combination of 
competition and technology. 

The average cost of deliv- 
ering a call in western 
Europe or the US feD by 25 
per cent last year and is 
expected to fall again by the 
same amount this year. 
AT&T-Unisource has 
responded by trimming its 
carrier services division, 
responsible for sales to other 
carriers. 

The Global One alliance 
could also be destabilised by 
a predator intent on acquir- 
ing Sprint, the third-Iaigest 
DS long-distance operator. 

These difficulties are only 
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the tip of the iceberg for the 
alliances. According to the 
consultancy Market Track- 
ing International (MTD in a 
recent report “The problem 
is that none of the affiances’ 
networks have yet become 
truly globaL As they alter 
into the minefield of differ- 
ent regulatory systems, they 
are discovering just how dif- 
ficult it is to keep their 
promises. " Their promises, 
to customers, that is, to pro- 
vide seamless services 


around the world. 

It is significant that 
Equant, owned by an alli- 
ance of international air- 
lines, has the most extensive 
reach of any global operator. 
According to MTT, Equant is 
“often the last resort of IT 
managers in multinationals 
as it offers coverage in many 
places the other global affi- 
ances do not”. 

The second trend is the 
growth ol data communica- 
tions and networks obeying 


the rules of the Internet (IP 
or Internet Protocol). All of 
this is sometimes described 
as the datatoave, everything 
that goes with transporting 
data and voice traffic over 
an IP network. 

Specialists in the data- 
wave came from a comput- 
ing rather than a telecoms 
background. 

According to James Sea- 
berg and a group of col- 
leagues writing in a recant 
McKinsey Quarterly: “This 


is exactly the right moment 
for telecoms executives to 
take seriously both the tran- 
sition to IP-based networks 
and the threat from datacom 
attackers. The coming battle 
will not be for the faint of 
heart Value will migrate to 
the top two or three players 
in each industry segment" 

Mr Seaberg points out that 
fit the US alone the' tradi- 
tional telephone market is 
expected to be worth $246bn 
in 2001, up from Jl71bn in 
1996. By comparison, the 
datacoms market, which did 
not exist five years ago, is 
expected to be more than 
$60bn by 2001 up from S8bn 
in 1996. 

The implication is that 
mare traffic will be carried 
over IP networks than con- 
ventional networks at an 
early point in the new mil- 
lennium and that telecoms 
operators which have not 
prepared their defences will 
lose market share to newer, 
more agile competitors 



Emerging Markets 


FT writers report on 
developments in Africa, 
Asia and Latin America, 
with individual updates on 
countries in each region 


Pages 4-7 



Industry issues 


The industry's hot topics, 
including cellular networks 
coverage, interconnection, 
convergence, mergers and 
acquisitions, European 
liberalisation, software and 
billing systems 


Pages 8 &9 



Telecoms in business 


Key developments in 
customer care, ISDN, . 
prepaid services and SDH 
plus case studies and 
applications 


Pages 10 & 12 


including World Com. Amer- 
ica Online, PSINet and Net- 
Corn. 

Finally, there is evidence 
that telecoms operators are 
still more enthusiastic about 
technology than about cus- 
tomer service. Studies by, 
for example, the London- 
based consultancy MacTav- 
ish-Hepburn show clearly 
that' while the biggest opera- 
tors are expert at providing 
basic telecoms ser- 
vices -simple dialtone. in 
effect - they are poorly 
equipped to help their cus- 
tomers make strategic use of 
more products and services. 

Research from Northern 
Telecom, the Canada-based 
manufacturer, suggests that 
customers are more con- 
cerned to make better use of 
today’s technology than to 
embrace advanced technolo- 
gies. 

This is the chief reason 
why operators have been 
creating or baying systems 
integration companies: 
AT&T with its Solutions sub- 
sidiary, BT with Syntegra 
and Synchordia, MCI with 
Systemhouse, Sprint with 
Paranet 

The three trends together, 
however, suggest that the 
evolution of the communica- 
tions market is moving into 
a new phase where older 
strategies may be insuffi- 
cient to cope with new 
rivals, most of whom will 
come from o utsid e the tradi- 
tional telecoms enviro nment 
and who will be able to offer 
technologies and skills tradi- 
tional operators have yet to 
master. 
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Every day more and more new telecoms companies run ads saying they 

can save your business more money than BT. 

gut the savings are often not what they seem. They nearly always compare 
their best rates to BT’s basic rates without taking into account our discounts. 

BT offer gjgmfirant discounts on all your business calls, whenever you call (not 


just on certain calls as with some of our competitors). And you can get these 
savings without compromising on the world class service you expect from BT. 

To find out just how competitive BT is, call us 
on Freefone 0800 800 800 and ask for one of our 
specialists, or visit www.bt.com/business 
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Oil THE LINE: Barclay Knapp, chief executive and president of NTL • By Shilling*© 


VIEWPOINT •ByAJanCane _ .g 'll# • l - .S 

itu must sort out A deadline is looiliing 


accounting rates 


The UN agency has been trying to 
conclude an agreement since 1992 
- but now the problem needs to be 
resolved as a matter of urgency 


A ccounting rate reform 
is again a hot topic. It 
is one of the principal 
items on the agenda of the 
Second World 
Telecommunication Policy 
Forum now taking place in 
Geneva under the auspices 
of the International 
Telecommunications Union. 

Dr Pekka Tarjanne, 
secretary-general of the 
ITU, has made it clear he 
regards reform of the 
system, through which the 
world’s international 
operators compensate each 
other for delivering calls 
overseas, as a top priority. 

Superficially, it seems a 
simple issue. Accounting 
rates determine how the 
revenues from an overseas 
call are split between the 
originating and the 
receiving operator. 
Typically, the split is 5&50. 

Equally typically, the 
overall charge made for the 
call is many times the cost 
to either operator of 
carrying the call. This is a 
consequence of history. 
When telecoms operators 
were for the most part 
state-owned monopolies 
they were free to set 
whatever charges seemed 
appropriate. 

The ITU and telecoms 
subscribers have been 
concerned about 
overcharging far years. The 
ITU in particular is 
concerned that the cost of 
International calls is a 
burden on business and 
social activity and is 
anxious to see charges 
move closer to the true cost 
of calls. 

Competition could be 
expected to play a part here 
just as it has been one of 
the key factors in driving 
down prices In liberalised 
markets such as the US and 
the UK. 

In Europe, where most 


telecoms markets have been 
fully open to competition 
since January 1, the 
accounting rate system has 
been essentially abandoned. 
International rails prices 
are expected to fall by 20-25 
per cent a year until the 
turn Of the century, with . 

But as the ITU points out 
“There are often important 
economic, political and 

social considerations 
challenging the notion that 
international telephone 
calls should be cost-based.*' 

What complicates matters 
is geography. If a country 
makes as many calls as it 
receives, its telecoms 
account would be balanced. 
In practice, richer countries 
make substantially more 
outbound calls than poorer, 
leading to an asymmetry 
where poorer countries 
receive more in settlement 
than they pay out. 

The amounts involved are 
very large. Dr Tarjanne said 
earlier this year that the 
system provides the 
framework for a transfer of 
respources from the 
developed northern 
hemisphere to the 
developing southern 
hemisphere of some flObn a 
year. 

This revenue is used by 
developing countries to 
subsidise local calls and 
fund the extension of 
networking infrastructure 
to rural area. 

Essential, many would 
say, if telecoms services are 
not to be confined to city 
dwellers and the wealthy. 

But, as the think-tank 
Pan os points out in a recent 
briefing paper "The 
international accounting 
rate system was never 
designed to distribute 
essential capital to 
countries which needed it 
most While many poor 
countries benefit greatly 


under the system it is 
neither equitable nor 
consistent in how revenues 
are divided.” 

Sub-Saharan Africa, the 
world’s poorest region in 
telecoms terms, received 
£l25m in 19%, while Mexico 
received $876. 

The US, on the other 
hand, paid out almost $6bn 
more than it received. 

In 1996, the US brought 
the issue to the boil by 

setting “benchmark" 

charges for delivering calls, 
precipitating an avalanche 
of protests from foreign 
gove rnments and carriers. 
Whether the US was right, 
or even had the right, to 
take such unilateral action 
is open to question. 

On one hand, the system 
is undeniably ripe for 
reform. On the other, 
strategies which will affect 
the budgets of many of the 
world's poorest nations 
should not be decided in 
such cavalier fashion. 

In any case, many believe 
that US operators benefit 
hugely from the accounting 
system as a consequence of 
"call back" and other 
technical ways of ensuring 
calls travel outbound from 
the US rather than in the 
other direction. 

Pan os points out that the 
US paid out $5.7bn in 1996 
but US carriers received 
almost S14bn. Between 1985 
and 1996, the US share on 
international traffic rose 
from 21 per cent to 28 per 
cent 

One can have sympathy 
with the US. however, over 
the time the ITU has been 
attempting to deal with the 
issue without coming to a 
conclusion. 

The ITU has been trying 
to conclude a multilateral 
agreement since 1992. While 
this kind of delay might, 
industry. 

For its own credibility, 
the ITU must solve the 
accounting rate puzzle and 
solve it urgently. 

See Interconnection report. 
Pages 


NTL’s chief is reluctant to talk about 
specific deals - but he has not ruled 
out further acquisition for the UK's 
third-biggest cable TV operator 


D espite bid specula- 
tion surrounding 
cable TV companies 
General Cable and Telewest. 
Barclay Knapp, the chief 
executive and president of 
NTL. thinks consolidation in 
the industry w31 not happen 
that last. 

"Eighteen months ago 
everyone was expecting 
rapid consolidation,” says 
Mr Knapp. "It didn't happen. 
Then, when NTT, agreed to 
buy Comcast fin February]. 
they started predicting it 
again. Will it happen so 
quickly? I don't think so.” 

Nevertheless, Mr Knapp is 
reluctant to say whether UK 
cable and long-distance com- 
pany NTL is in talks with 
General Cable, although 
Cable & Wireless and Telew- 
est are rumoured to be suit- 
ors. "We can't comment on 
any specifics; we are inter- 
ested in the development,” 
he says. 

NTL has already gone on 
the record saying that it is 
in talks with Telewest - the 
UK’s second-largest cable TV 
operator -in a statement 
issued last August. 

There is something of a 
deadline looming in that two 
of Comcast's fran- 
chises - Birmingham and 
London -are part-owned by 
Telewest Telewest has the 
right to buy Bir min gham 
within 40 days and the right 
to buy London in up to 140 
days. (General Cable also 
owns part of the Birming- 
ham franchise.) 

But it is not clear whether 
Telewest has the money to 
buy all rights to these fran- 
chises. So a suitor acting 
quickly could get Telewest 
with London and Birming- 
ham included. 

Mr Knapp feels there may 
be a middle ground in which 
another company - such as 
NTL - co-operates with 
Telewest in these franchise 
areas. Not that Mr Knapp is 
ruling out further acquisi- 
tions. Far from it. 

Re says one of the great 
things about the Comcast 
deal is that the company 


currently spends £15m a 
year on call costs with BT. 
When the acquisition goes 
through, this traffic will go 
over NTL's long-distance 
network (formerly the Inde- 
pendent Broadcasting 
Authority's network). 

"We are looking for acqui- 
sition opportunities to grow, 
and to grow traffic on our 
network,” says Mr Knapp. 
"This makes cable TV fran- 
chises such as Comcast 
which do not own a national 
network very attractive.” 

In the longer term, Mr 
Knapp sees the company 
expanding into Europe but 
at present it is restricted by 
some of its financing 
arrangements to doing busi- 
ness in the UK. 

The company Is quoted on 
the US Nasdaq market and 
Europe's Easdaq. Since it 
was set up in 1993, it has 
raised more than £l-5bn in 
financing and has launched 
a public offering of dollar 
and pound denominated 
junk bonds worth a total of 
$800m and £300m respective- 
ly. This will be used for 
expanding the network and 
possible acquisitions. 

“When we feel the time is 
right to enter the continen- 
tal European market, we will 
talk to our investors,” says 
Mr Knapp. "At present we 
are waiting for some of the 
markets to shake down fol- 
lowing liberalisation at the 
beginning of this year." 

NTL's US-based holding 
company, NTL. already has 
some overseas interests 
through a small cellular 
phone company in Puerto 
Rico and a partnership with 
Italian mobile consortium 
Omni tel. In fact, Mr Knapp's 
first foray into high-tech 
companies was setting up 
Cellular Communications, 
the first mobile phone com- 
pany in the US. 

He learnt about the cellu- 
lar phone market by chat- 
ting to someone from AT&T 
at Harvard Business School's 
recruitment fair. The next 
day he read an article about 
bow William Ginsberg was 
leaving the Federal Commu- 
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nications Commission to set 
up a mobile phone company 
with a certain George Blu- 
menthaL 

"I rang them up," says Mr 
Knapp “and said T'm not 
doing anything this summer. 
Can I join you?”' The rest, as 
they say, is history. Cellular 
Communications was sold in 
1996 to Airtouch. And Mr 
Knapp somehow found time 
to complete his MBA, com- 
muting from New York to 
Harvard in Boston. 

Running NTL involves a 
fair amount of commuting, 
too. NTL is a UK company 
with 4,200 employees but Mr 
Knapp and a staff of 15 are 
based in New York. “At first 
I couldn't be based in the UK 
because the sale of Cellular 
Communications was going 
through and my chil- 
dren -then six and eight 
- had already changed 
schools four times in four 
years,” says Mr Knapp. 

“Then, by the time it was 
possible, it no longer seemed 
necessary,” adds Mr Knapp. 
"I feel I gain an interna- 
tional perspective from 
being based in the US, 
because although in many 
ways the UK regulatory 
regime is better, the US tele- 
coms market has been open 
to competition longer. This 
means some developments 
happen in the US before they 
happen in the UK.” 

Mr Knapp has appointed a 
chief operating officer, Leigh 
Wood, to run the UK 
operations. He still spends 
about half his time here, but 
says not being involved 
day-to-day is good for the 
company because he can 
concentrate on long-term 
strategy. "The commuting 
has been less good for my 
personal life, though.” he 
says. Because he is based in 
the US, he has better access 
to American Investors who 
are wilting to put money 
into technology start-ups. “I 
would probably have to 
spend half my time in the 
US talking to investors even 
if I was based in the UK,” 
says Mr Knapp. 

The idea for setting up the 
I company (called CabJeTel 
before it acquired NTL, the 
: engineering arm of the IBA) 
came from a member of the 
Cellular Communications' 
board, who was visiting the 
UK. George Blumenthal, 
another CCI board member, 
is NTL’s chairman. 

The company is the third- 
largest UK cable TV opera- 
tor in terms of its potential 
number of subscrib- 
ers - 3.1m - but ts quick to 
point out that it has the 
highest penetration rates 
within its franchise areas. 
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NTL chief Barclay Knapp: ’We are looting for acquisition 
opportunities to gro w , anti to grow traffic on our network' 


Penetration rates are about 
40 per cent - 37.3 for residen- 
tial telephony and 37.8 for 
cable TV. This compares 
with about 25 per cent for 
rivals C-WC and Telewest. 

According to Mr Knapp, 
one of the secrets of the com- 
pany's success is not forcing 
80 per cent of its subscribers 
to take and pay for dominant 
cable TV channels whether 
they want them or not He 
says: “Many channels will 
accept the argument that 
because we have higher- 
than-average penetration 
rates, 50 per cent of our mar- 
ket is worth more than SO 
per cent of someone else’s in 
subscriber numbers. 

“So some companies will 
give us their sendees on the 
basis that a minimum of 50 
per cent of our subscribers 
takes them. British Sky 
Broadcasting would not 
accept this line of argument, 
so we have dropped Sky 
News." 

However, the independent 
television commission HTO 
is due to rule on whether 


bundling channels together 
- as Sky does - is permissi- 
ble. "This is fundamental 
■competition law," comments 
Mr Knapp. 

”No other country allows 
services to be bundled 
together. That is why Micro- 
soft is in trouble with the US 
Department of Justice about 
bundling its internet 
browser in with Windows 
95.” 

Mr Knapp hopes the 1TC 
rules effectively - in favour 
Of unbundling which would 
enable all Sky channels to be 
mixed and matched with 
other content. “We'd like to 
view BSkyB as an important 
supplier.” he says. 

Whatever happens, digital 
television should provide 
NTL with something new to 
offer customers. He says: 
“Experience shows the Brit- 
ish mar ket does not want 200 
channels. But with digital 
TV we will be able to deliver 
Internet access through the 
television and this will 
entice extra customers on to 
our service and generate 


extra revenues. The com- 
pany will be in a potation to 
SflSr digital TV in the 
autumn and Internet access 

in early 1999- _ 

Mr Knapp believes there 
are two myths concemu^ 
cable TV. One is that n 
makes sense to view cable 
TV as a separate industry, 
independent of what is hap- 
pening in the rest of the tele- 
communications business. 

The other is tb3t cable TV 
companies have to be hig to 
compete. 

NTL. for example, does not 
see itself as Just a cable com- 
pany. Mr Knapp says that 
this year it will uiake about 
as much money from its 

national and long-distance 
network - about 5260m - as 
it does from selling TV and 
telephony to consumers (also 

$260m>. ^ ' 

It will make the rest of Us 
approximately $700m turn- 
oyer from other services 
such as satellite and broad- 
casting transmission. The 
company is also an Internet 
service provider and pro- 
vides the network infrastruc- 
ture for the Virgin and 
Which Internet services. 

In February, it won first 
(for NTL), third (for Virgin), 
and fourth place (for Which) 
in the Revolution magazine 
Internet awards. 

“We offer more services 
than BT." says Mr Knapp 
who reveals the size of his 
ambition by indicating that 
he sees BT as the number 
one competitor. Strangely 
for a man who dreams of 
playing MCI to BTs AT&T, 
Mr Knapp also thinks a 
cable TV company can be 
effective without size on its 
side. 

“We're a third of the size 
of CWC but if we carry on 
increasing our penetration 
rates, we'll have more sub- 
scribers. "It’s not about size, 
it’s about performance,” says 
Mr Knapp. 

As well as providing seri- 
ous competition for BT, Mr 
Knapp dreams of owning a 
1964 red Corvette convertible 
like the one his sister's boy- 
friend had. “I always told 
myself that when I really 
made it, Td buy one,” says 
Mr Knapp. "But I keep pat- 
ting it off because' then it 
will all be over." 
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WHO’S WHO ^ By Alan Cane 


REGULATION • By Emma Tucker In Brussels 


New entrants queue up Critical laws are in place 


Consultants bolieve the newconers 
will find it d if ficult to penetratf so me 

parts of the market - but/in otler 
areas they may set the agenda 


Total tefacoms rmnon per EU btoatfflwrt, 1996 
RwtmueAiMtatft 


T here are, according to 
the UK-based consul- 
tancy Analysys*, hun- 
dreds of new operators enter- 
ing or planning to enter the 
newly liberalised western 
Europe telecommunications 
market, including some 140 
companies intent on creating 
their own facilities. 

“This Is an exciting period 
for the fixed telephony mar- 
ket as new players jostle for 
position and attempt to ggip 
market share," it says. 
“There is a proliferation of 
small companies targeting 
niche markets alongside 


form 

o.telo. 


Italy, 


Mannemann Arcor, 
" Via; Interkom. In 
’lecon Italia faces 
ition torn A1 bacons. 

aid Wind, while 
ca L- already chal- 

Rttevisidn with a 

fixed licence still in 


annesnamn Arcor (see 
Page 4) exemplifies a 
ional. facilities-based 
t. It combines the 
of s national telecoms 
tor with ready-made 
c lli ties, using Deutsche 
’s cable network to pro- 
corporate voice, data 



A recent survey concluded that most 
states were allowing competition to 
flourish and that regulators were 
correctly enforcing the law 


major world players seeking /and video transmission ser- 


new- 


to secure their positions. 

It will not be easy for 
comers tackling the pub! 
voice call business w 
barriers were finally 
away on January l. tty 
year. Malcolm Ross, ter- 
rains specialist with the o*~ 
suTtancy A. D. Little, polls 
out In his newsletter Ckjal 
Telecom Investor that libffll- 
isation and privatisationire 
causing significant disup- 
tion to the way the inom- 
bents operate. But, hecon- 
tinues, with respect b the 
investment potential r the 
new operators: “We cpect 
consolidation among icirm- 
bents to continue bir there 
is no reason to- expet new- 
comers to break in.” 

He sees the greates poten- 
tial for new operatoj to set 
the agenda in mobe mar- 
kets where growth cntinues 
to be explosive anrin data 
communications narkets 
dominated by Inteset tech- 
nology. 

Analysys definedive cate- 
gories of newcomr In the 
voice telephony mrket - na- 
tional operators regional 
operators, local a cess opera- 
tors, metropolita area net- 
work operators and infra- 
structure provides. 

National openers include 
Cable and W tress Commu- 
nications and Eergis in the 
UK, Tele2 in -treden, and 
Cegetel and Bf Telecom In 
France. Buroe's biggest 
national znarkt; Germany, 
will see serin* competition 
to Deutsche llekam in the . 


vices. It distributes the ser- 
vices of the global alliance 
AT&T Unisource in Ger- 
many. 

Regional operators include 
the Telenet group in Bel- 
gium, Euskaltel In the 
Basque region of Spain and 
Scottish Telecom in the UK 

Germany, as Analysys 
points out, has the largest 
number with about 30 
regional licences awarded to 
groups inctadfag Isis Multi- 
media Netz, Net Cologne and 
DOKOM. These operators 
may have a diversity of alli- 
ances to distribute their ser- 
vices. Scottish Telecom, for 
example, a subsidiary of 
ScottishPower, uses the 
power distribution network 
of its parent to carry its fibre 
optic telecoms cables. It has 
an alliance with Energls to 
carry its calls in England 
and Wales. 

Euskaltel in Spain formed 
a strategic and operating 
alliance with the national 
challenger Retevisifin last 
year with Euskaltel offering 
regional service around Bil- 
bao and long-distance 
being channelled via the 
national operator. 

Local access operators 
include Lyonnalse Cable In 
France and Veba in Ger- 
many. The UK has been vir- 
tually unique in allowing 
cable television opera- 
tors - which have licences to 
Operate only In their fran- 
chised areas - to offer tele- 
phony in addition to video 
entertainment. Telephony 


has now proved to be the 
more profitable part of their 
business to the paint where 
one cable operator. General 
Cable, is refusing to offer 
cable television alone. 

In Belgium, the Nether- 
lands and Switzerland, 
where cable penetration 
exceeds 80 per cent, it is 
expected that the cable oper- 
ators wih move enthusiasti- 
cally into telephone services. 

Metropolitan area network 
operators Include some of 
the most Interesting of the 
new challengers including 
Colt, formerly City of Lon- 
don Communications and 
WorldCom. These two opera- 
tors are pitting themselves 
against the incumbents In 
most of Europe's liberalising 
markets. 

Their mode of operation is 
to build fibre optic rings 
nslng advanced transmission 
technologies around urban 
centres giving them direct 
access to, in particular, cus- 
tomers in the financial ser- 
vices business. They are able 
to offer these customers high 
quality, hi g hl y reliable ser- 
vices at a heavy discount to 
the incumbent 

WorldCom has been lever- 
aging Its high Stock Market 
rating to make acquisitions, 
innhuHng MCI of the US, at a 
great rate. Colt's share price 
has attained stratospheric 
proportions bn the presump- 
tion it will be snapped up by 
an overseas, long-distance 
group. 

I nfr a s tr u cture providers 
include Europe's railway 
and electricity companies. 
The pan-European group 
Hermes Europe Railtel is one 


example and the UK com- 
pany Energis. a subsidiary of 
the National Grid, another. 

Hermes is unique In that 
from the outset it planned to 
be a carriers' carrier, provid- 
ing trans-border services to 
Europe's telephone compa- 
nies. It is owned by the US 
group GTS and by Hit Rail, a 
consortium of XI European 
rail companies. It is building 
a 17,000km fibre optic net- 
work connecting most of 
western and central 
Europe’s largest cities. 

A number of newcomers 
cross a number of categories 
-Esprit Telecom, based in 
the UK for example, plans 
Id become the largest of 
Europe's independent ser- 
vice provider by 2005 with 
network reaching 19 cities 
currently. 

According to the consul- 
tancy Market Tracking Inter- 
national**, the cumulative 
effect of this new competi- 
tion win be a si gnificant fell 
in market share for the 
incumbents. Deutsche Tele- 
kom could see its share fall 
to about 75 per cent, while in 
the UK where competition 
has been rampant for several 
years, British Telecommuni- 
cations could see a fell to 
about 62 per cent. 

*New Network Operators in 
Western Europe, Analysys 
Publications, £995, Suite 2. 
First Floor, Quayside, Cam- 
bridge, CB5 8AB, UK 
** Telecoms Liberalisation in 
Europe - 1998, Market Track- 
ing International/ Communi- 
cations International, £899, 
Emap Readerlink, Audit . 
House, 260 Field End Road. 
Ruisttp, Middlesex, HA4 9LT. 


I n a recent letter to the 
Economist, Clive Litt of 
Telecom New Zealand 
argued that basic competi- 
tion rules, rather than spe- 
cific telecoms legislation, 
had created the best environ- 
ment for the development of 

a vigorous and competitive 
telecoms sector in New Zea- 
land. 

Prices, he argued, had 
fallen faster than in Austra- 
lia. which took a more regu- 
lated approach. Moreover, 10 
of the Fortune 500's 20 blg- 
gest telecoms companies 
were now competing In New 
Zeeland, either directly or as 
part of various consortia. 

His reasoning is shared 
neither by the European 
Commission - responsible 
for drawing up sector-spe- 
cific legislation to oversee 
tele coms liberalisation in the 
European Union -nor by 
many of the consultants 
working in the European 
field. 

“If the end objective is to 
produce competitive markets 
then you need that sector- 
specific legislation," says 
Mark Attan of Deloitte Con- 
sulting. “it is premature to 
say It is not needed, particu- 
larly for continental 
Europe." 

The main argument in 
favour of sector-specific leg- 
islation was to create a win- 
dow during which time com- 
petitors could establish 
themselves against the 
might of the established tele- - 
corns companies. 

The assumption was that 
the dominant operators 
would not open their net- 
works unless forced to do so 
and therefore the legislation 
placed specific obligations 
upon them in critical areas 
such as interconnection fees 
and numbering. 

The Commission also 
adopted legislation aimed at 
maintaining certain public 
interest commitments, such 
as the provision of a univer- 
sal service, the burden of 
which fell on incumbent 
operators.- " 

“All this made us rather 
unpopular with the domi- 


nant operators," comments a 
Commission official. “But 
experience showed us that 
they could not be trusted.” 

Most of the critical pieces 
of this legislation intended 
to bring about full liberalisa- 
tion are now in place. A 
recent survey by the Com- 
mission concluded that most 
states were allowing compe- 
tition to flourish and that 
regulators were correctly 
enforcing the law. 

However, application of 
the law was still patchy in a 
number of EU countries, 
against whom the Commis- 
sion intends to start legal 
proceedings. Further, the 
last restrictions to Axil razor 
petition where only lifted on 
January l this year, so a 
true picture of how well lib- 
eralisation is functioning 
has yet to emerge. 

“It will be quite a while 
before established telecoms 
companies in the member 
states are over-regulated as 
some have only Just started 
to be regulated,” says Linda 
Porter of BT. “We are 
waiting to see exactly how 
effective these regulations 
are." 

But Etna, the European 
Public Telecommunications 
Network Operators is push- 
ing for an early lifting of the 
sector-specific legislation. 

“There is a need to keep 
regulation to a minimum 
and to make sure it disap- 
pears as quickly as possi- 
ble,” says Nell Gibbs of 
Etno. 

His organisation believes 
that In applying obligations 
to “dominant operators” the 
Commission created a situa- 
tion of managed competition 
where different operators 
were assigned different roles 
in the market This was the 
wrong way to set about 
creating the best competitive 
environment. 

Rather than focusing on 
individual operates, the leg- 
islation should have foc u sed 
on the bottlenecks in the 
market 

“At the risk of oversimpli- 
fying, in Etno's view it 
should make no difference 
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whether an operator has a 
market share of 99 per cent 
or l per cent," said Etno in a 
position paper. “The opera- 
tor with 99 per cent market 
share that attempts to set 
unreasonably high prices for 
the long-distance part of its 
network will soon find itself 
by-passed. On the other 
hand, the operator with l 
per cent market share that 
controls the final access to a 
handf ul of customers will be 
in a position to set any inter- 
connection conditions it 
chooses.” 

it therefore believes that 
the sector-specific legislation 
should be phased out as soon 
as possible, and in the mean- 
time should be based on 
competition law principles 
rather than on definitions 
that it says distort the mar- 
ket 

Not all established opera- 
tors agree with the Etno 
line. British Telecom 
believes sector-specific legis- 
lation, limiting the power of 
the incumbents, was neces- 
sary to allow competition to 
get off the ground. 

“If regulation was left up 
to competition law there 
would be far too much room 
for interpretation," says Ms 
Porter. 

“Our view is that the EU 
has got it about right, but 
what really matters is how it 
Is interpreted and applied at 


a member state level” 

Robin Bosworth, a partner 
at Sch ema, an independent 
consultancy, agrees: “There 
are areas where individual 
countries have not really 
enforced legislation and that 
has stopped newcomers from 
coming onto the market The 
Commission needs to be able 
to impose greater sanctions,” 
he says. 

Among those who support 
legislation to limit the power 
of incumbents, there are 
however, some doubts. 

Mr Attan believes certain 
forms of telecoms regulation 
could stifle, for example, 
development of the local 
loop where investment 1 b 
expensive and risky. 

“If the investing company 
is forced to make available 
to competitors the technol- 
ogy they are raring at a rate 
of return that does not com- 
pensate for the risk they are 
taking, they will tend to 
limit their investments,” he 
says. 

Far the Commission, the 
prevailing regulations are 
not set in stone. Next year it 
will conduct a widespread 
review of the system. It is 
unlikely, at such an early 
stage, to enmnUpT dismantl- 
ing its carefully constructed 
framework. But as one Com- 
mission official says: “The 
normal evolution will be for 
less and less regulation.” 
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Telecom solutions... 


The 


designed for 
companies... 


to appeal to individuals 


of telecommunication services available are key business issues today 
and for the future. For companies to maximise business performance 
they require the expertise of en organisation which can tedefsntteatiy 
advise onthe successful integration of telecommunication and computer 
systems which are deployed globally wfthin tdecmmmca&m networks. 
Siemens Nbcdorf Telecom combines a unique blent of telecommunication 
skills indurfino; Internet Integration, Multimetfia, Network Intelligence. 
Business Intelligence, ComputerTelephony integation. Customer 
C8FB and Billing. 


Our telecom consultancy service delivers real business benefits, 
supplying solutions which integrate with existing systems in a 
practical way This ability of Siemens Nbcdorf Telecom to provide 
its customers with the resources they need, independently end 
objectively, leads to a truly effective partnership. Our strength as 
a leader in global systems integration ensures that any partnership 
is both reliable and secure, and any solution is designed to work 
at the heart of your network. 


Siemens Nixdorf Telecom provides business solutions 
designed for companies to appeal to individuals, your 
customers. We provide some of the world's most successful 
satellite, mobile, cable and fixed network providers with 
independent consultancy and systems integration skills • 
allowing them to deliver improved customer satisfaction 
and retention solutions more quickly, simply and cheaply. 
By talking to us you wiH soon appreciate the difference we 
make, to hardware, software and the bottom line - end so 
will your customers! 


For more infbnantioo contact 

Huw Ham psofhJ ones. General Manager, 

Siemens Nbcdorf Telecom, 


RG12 8FZ, Great Britain. 
Telephone (+44) 1344 850211 
Fax 1+44) 1344850611 
wwwjnlKuA/tetecoin 
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The newcomers are using new 
technologies and innovative services 
to attract customers. But some PTTs 
are replying with aggressive strategies 

S trategies for tinkling bents have time to react 
incumbents in Euro- According to a report by 
pean telecoms markets consultancy Analysys. about 


trategies for tackling 
, incumbents in Euro- 
1 pean telecoms markets 
may start with slashing 
prices, but new operators 
cannot afford to start price 
wars with the telco giants. 
The new entrants must 
charge up to 20 per cent less 
than incumbents and consis- 
tently offer cuts of 10 per 
cent to maintain share. 

As a short-term strategy to 
attract customers, price dis- 
counting works. But retain- 
ing customers Is a different 
matter - that depends on 
building up loyalty. Fickle 

corporations pursue the best 
service at the best price. 

Inertia, a big factor in resi- 
dential telephony, is over- 
come by aggressive market- 
ing supported by solid 
performance and low tariffs. 
The best long-term competi- 
tive strategy is to combine 
superior service quality with 
creative and flexible product 
bundling at bargain prices. 

The ultimate weapon in 
the battle to compete is 
state-of-the-art technology. 
Installing these technologies, 
which are more cost effec- 
tive, flexible and easier to 

manag e than those used by 
PTTs, translates into com- 
petitive advantage. 

“Every entrant starts off 
with better equipment at 
lower prices," explains Ian. 
Vance, chief engineer. Nor- 
tel. “New technologies are 
donbling capacity or 
enabling extra services over 
existing equipment. 

“PTTb have complex, cum- 
bersome networks. Competi- 
tive carriers cut a swath 
through that, ending np with 
a tenth of the network ele- 
ments which are easier to 
manage, more reliable and 
promote fast lead times." 

New telcos succeed in 
niche markets by introduc- 
ing and b undling new prod- 
ucts quickly - before incum- 


140 new network operators 
throughout western Europe 
have recently entered, or are 
about to enter, the fixed tele- 
coms market 

"Hie most successful are 
very targeted niche suppliers 
deploying new network 
architectures," says Mau- 
reen Donnelly, principal con- 
sultant at Analysys. “Among 
these, wireless combines fast 
roll-out with cost advantages 
albeit limited by spectrum 
allocation problems. Merging 
fixed-mobile systems is a 
growth market offering 
many advantages." 

Fixed-mobile convergence 
Is the chosen architecture 
for Scandinavian newcomer 
Net System which launches 
in four Nordic countries this 
summer, rolling out in 
Europe before 2000. Its new 
system is based on switches 
and a proprietary intelligent 
network (IN) platform. 

“We will be totally flexible 
and have interfaces specified 
for any existing voice or 
data network. Our targeted 
SME [small and medium pri- 
vate businesses) customers 
want one supplier and one 
bill for mobile and fixed traf- 
fic." says Trygve Tarnbor- 
stuem, Net System’s chair- 
man and chief executive 
officer. 

“Using intelligent plat- 
forms we integrate services 
cost-effectively and flexibly, 
giving customers what they 
want and when. Incumbents 
are fragmented and have 
divided services; we plan to 
get in fast offering value 
through better efficiency, at 
competitive prices with a 
full product portfolio." 

Richard Soussa, director of 
global business development 
at Telstra, the Australian 
telecommunications group. 

is convinced there is too 


much European infrastruc- 
ture. He says-' "Empty pipes 
need to be filled. Others can 
build networks, we use inter- 
connect and IN platforms to 
design telecoms services 
which enhance customers' 
operational needs. 

“We investigate what cor- 
porations want to do, what 
their applications are and 
how telecoms fit in. Success 
is not about pricing but 
offering valued solutions, 
access and consistency." 

Telstra targets markets It 
knows - European-based 
multinationals active in 
Asia-Pacific. 

Esprit, building an end-to- 
end Pan-European fibre- 
based network, started life 
as a reseller in The Nether- 
lands. Michael Potter, Esprit 
president, says: “Europe, our 
focus market, represents a 
significant challenge - with 
over 375 milli on consumers 
most of whom have never 
experienced competitive tele- 
coms services." 

“Owning end-to-end net- 
works is a competitive strat- 
egy, allowing us to by-pass 
incumbent cartels which 
control prices. New carriers 
introduce more realistic 
price structures. Technology 
and flexible legacy systems 
are important in targeting 
vertical markets. Offering 
excellent service, treating 
customers and employees 
well are other competitive 
strategies. 

“Esprit is more like a Sili- 
con Valley company than a 
militaristic incumbent - we 
motivate and inspire employ- 
ees giving them share 
options to help success." 

Colt and MFS-Worldcom. 
laying fibre in Europe’s 
financial centres, have cher- 
ry-picked. competing on 
innovation, service quality 
and price. 

“Interconnect is a vital 
issue for new operators," 
says John Doherty, director 
of investor relations at Colt 
“Regulations are less of a 
problem than last year. 
Rates are dropping and it is 
easier to negotiate as gov- 


ernments realise modern 
economies need open, liber- 
alised telecoms. Competition 
expands the whole market, 
stimulating innovation. Suc- 
cess depends on getting 
skilled people in the right 
place to do the Job.” 

Some consultants expect 
liberalisation will happen 
faster in continental Europe 
than in Britain as operators 
follow existing models. 

UK telcos Energis and Ion- 
ica are using different strate- 
gies and networks to com- 
pete against an aggressive 
and innovative incumbent 

Jo Upward, head of regula- 
tory affairs at Energls, 
advises entrants to: 
“Develop close relationships 
with regulators to push for- 
ward issues like intercon- 
nect, number portability and 
universal services. Network 
elements should be unbun- 
dled so entrants can gain 
revenue before building net- 
works. Joint ventures, part- 
nerships and interconnect 
are ways of entering mar- 
kets." 

Ionica is building a wire- 
less network to compete 
with BT. Ian Morris, head of 
external affairs at Ionica. 
says: “Newcomers should 
challenge the conventional 
view of the phone by introd- 
ucing new features. Telcos 
must quickly establish brand 
awareness, coupling that 
with what the brand stands 
for more features at signifi- 
cantly less cost." 

Slow to start but difficult 
to stop once they get going, 
the giants are waking up. 
Unwilling to relinquish mar- 
ket share, some PTTs are 
adopting aggressive strate- 
gies in their domestic mar- 
kets and in those they are 
entering through mergers 
and acquisitions. 

Hindering the regulators' 
best efforts, others are using 
Interconnect, universal ser- 
vice and number portability 
to frustr ate c ompetitors. 
Innovative PTTs are rebalan- 
cing tariffs and upgrading 
service quality to become 
fierce competitors. 
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Some powerful advantages 


M annesmann Arcor, 
the fledgling 
Goman telecoms 
operator with ambitions to 
become one of Deutsche 
Telekom's biggest rivals, 
has been counting every 
minute since the country's 
market was fully liberalised 
on January i. 

In fall operation within 
hoars of the tarn of the 
year, Mannesmann Arcor 
reckons it was carrying 
about 500,000 private 
conversations each working 
day by the end of January. 

“At file moment, for tire 
private client sector, we're 
running one or two months 
ahead of plan," says Mr 
Harald Stflber, 

Mannesmann Arcor 
riwfrimin, at the company's 
low-key headquarters on a 
business estate outside 
Frankfort. He said the 
punctual start, “has at least 
made us better known. We 
are three months ahead of 
others in positioning 
ourselves in the market.” 

The company has some 
powerful advantages on its 
side. Its sister company, 
Mannesmann Mobflftmk 
- in which the 
Dfksseldorf-based 
Mannesmann industrial 
conglomerate also has a big 
stake - has pipped Deutsche 
Telekom to become 
Germany’s biggest digital 
mobile telephone operator. 
That not only offers 

exper ience fn <-Halipng <n y 

an incumbent It also offers 
scope for offering 
integrated fixed and mobile 
services. 

Moreover, the 
Mannesmaan-led 
consortium which owns 
49.8 per cent of 
Ma m i P CTiam Arcor also 
includes AT&T and 
AlrTouch of the US which 
brings important 
international experience. 
The remaining 502 per emit 
belongs to Deutsche Bahn, 

file national railway 
operator, which has run 
telecoms cable links along 
its railway network. 

Mann esmann Arcor, 
which already employs 
more than 7,000 and 
generated a turnover of 
more than DM3 bn last year 
from business clients, 
expects to invest DM4bn up 
to 2002. The aim is to offer 
wide-ranging services: in 
March, Mannesmann Arcor 
is expected to unveil 
internet services for its 
business customers; private 
cl ient access will follow. 
Will it be enough? 

Mannesmann Arcor has 



Stober says Germany’s low interconnection prices 
for links into the Deutsche Telekom network 'show 
that the regulator is taking his work very seriously’ 


attracted sneers from rivals 
for offering from the start 
the option of “call by call" 
telephone use without 
pre-registration. In other 
words, any customer can 
access its network simply 
by dialling a normal 
long-distance or 
international telephone 
number preceded by an 
additional five-digit code. 

Competitors argue that 

by not requiring 

registration Mannesmann 
Arcor has no idea who its 
customers are. But Mr 
StOber says the business Is 
nevertheless profitable. “I 
will take every minute I 
can.” And. be adds: “We 
have always said that the 
first quarter bear] would 
be about either side getting 
used to each other." 

Pre-selection - whereby a 
customer contracts to 
Mannesmann Arcor and 
does not need to add an 
additional code to 
telephone - will be a 
growth area that kicks In 
properly at a later stage. 

“We have always said it 
would be a market that 
grows slowly in the 
first quarter. Customers 
have to get used to 
competition. 

“They want to know what 
they are buying,” says Mr 


Stfiber. Such a cautious 
attitude Is probably wise in 
a market such as 
Germany’s. Like the other 
would-be challengers to 
Deutsche Telekom’s 
hegemony, Mannesmann 
Arcor faces not 
in considerable hurdles. 

First, the regulatory 
eivironment-fs still not 
fully clarified. The new 
telecoms regulator only 
came into operation on 
January 1 and became 
embroiled immediately in a 
row with Deutsche Telekom 
over the charges it wanted 
to levy m customers who 
wished to contract to a new 
supplier. Mannesmann 
Arcor" s prospects could 
hinge crucially ou derisions 
such as rules on the type of 
access it is given to 
Deutsche Telekom's 
networks and which side 
should pay the cost when a 
customer opts for 
pre-selection. 

However, Mr Stober 
admits Germany's low 
interconnection prices, set 
last year, for links into the 
Deutsche Telekom network 
“show that the regulator is 
taking his work very 
seriously." 

Second has been the 
strongly-defensive attitude 
of Deutsche Telekom in the 


early months of 
liberalisation. The former 
state monopoly wan a 
public relations victory of 
sorts by creating 
widespread confusion since 
the beginning of the year 
over the cost of switching 
to a rival telecoms carrier. 

A mass of legal actions 
across the tdecoms sector 
involving Deutsche 
Telekom and Its 
competitors has 
subsequently clouded the 
battle ground still further. 
It is determined to save 
market share. 

A third reason why the 
success of Deutsche 
Telekom's rivals is unlikely 
to become clear for some 
time is the traditional 
caution Of the German 
consumer. Past experience 
In sectors such as banking 
and insurance suggest that 
new services based merely 
on undercutting the prices 
of existing suppliers do not 
always work. 

Mannesmann Arcor put 
as much effort into 
ensuring the quality of its 
service as in ensuring that 
the prices it offered would 
represent significant 
savings; its marketing 
strategy is based on 
stressing quality, price and 
service equally. 

Mannesmann Arcor said 
last year that it would 
undercut Deutsche Telekom 
by as much as 50 per cent 
- although Deutsche 
Telekom subsequently 
retaliated by announcing 
price cuts of its own. It is 
also likely to benefit from 
Deutsche Telekom’s 
reputation Tor bad customer 
service and high prices. 

“Dissatisfaction with 
Deutsche Telekom is high. 
That does not mean people 
will change automatically. 
But the necessity to build 
up competition is, I believe, 
on controversial," says Mr 
Stober. 

Mannesman n Arcor is 
predicting first profits hi 
2001. Mr Stober has some 
experience of what he is 
doing: he was previously 
responsible for marketing 
at Mannesmann Mobilfunk 
whose D2 digital mobile 
network had &5m 
customers at the end of 
December. 

“What was i m port an t was 
to have the business ready. 
You must be able to offer a 
complete service and be 
able to answer all the 
questions about yourselves 

straightaway-" 

Ralph Atkins in Bonn 
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LATIN AMERICAN OVERVIEW • By Stepheri Fidier 

Markets transfer 
by series of sell-offs 
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Apart from the focus on 
developments in Brazil, much of the 
excitement in Latin America is in the 
mobile telephone business 


L atin America's tele- 
phone markets have 
changed rapidly over 
the past 10 years, with opera- 
tors across the region now 
almost entirely in private 
hands. In two countries 
where the state remains in 
control - Brazil and Ecua- 
dor - governments are lay- 
ing plans for privatisation 
this year. 

Unsurprisingly, given its 
size, it is Brazil that is tak- 
ing most attention. “The 
Brazilian privatisation will 
eclipse what is happening in 
the rest of Latin America," 
says one London-based cor- 
porate financier. 

The size of the sale has 
substantial consequences for 
the financial markets and 
for the companies involved. 
Corporate financiers are cur- 
rently working overtime on 
how to finance bids, but the 
financial outlay for the suc- 
cessful companies will not 
stop there. The privatisation 
will be followed by require- 
ments for big investment to 
expand the network. 

The Brazilian authorities 
have learned from the expe- 
rience of privatisation in 
neighbouring countries and 
farther afield. In retrospect, 
many governments tolerated 
monopoly for too long, 
which made for high prices 
and unpopularity with con- 
sumers. Moreover, the regu- 
latory regimes that were in 
place were weak. 

In Brazil's case, foil com- 
petition will be Introduced 


fairly rapidly after privatisa- 
tion. Observers also praise 
the quality of the regulatory 
system that has been put in 
place. That should help add 
value to the privatisations 
and offers a contrast not 
only with neighbouring 
countries but also with pre- 
vious privatisations in Bra- 
zil - where important elec- 
tricity assets were sold 
without a proper regulatory 
structure In place, increas- 
ing the risk premium and 
reducing sale values. 

In Argentina, the two 
existing fixed-line telephone 
monopolies covering the 
north and the south of the 
country will finish at the 
end of 2000 - but there are 
some difficulties to over- 
come before that happens. 
The rebalancing of call 
charges between interna- 
tional calls and subsidised 
local services has yet to be 
achieved. Meanwhile, the 
expected end of monopoly 
has set up a competitive bat- 
tle in the cable television 
market, which has one of the 
highest household penetra- 
tions in the world. 

Chile's market seems to 
prove that a highly liberal- 
ised market can generate 
lower call charges in a short 
time - but is no guarantee 
for long-term competition. 
CTC, the market leader, is 
perceived to be tightening its 
stranglehold over its main 
competitors, Entel Chile and 
Telex Chile. 

In contrast to Argentina. 


Peru’s pricing regime is 
ready for the end of monop- 
oly in 1999, with the prices 
between local and interna- 
tional calls rebalanced. How- 
ever, the question in Peru 
- given its size and poor 
income distribution - is 
whether other companies 
will consider it worthwhile 
entering the market when 
the monopoly ceases. 

In Venezuela, the difficul- 
ties that Can tv, the former 
state monopoly now priva- 
tised and operated by GTE, 
has had are well known. It 
has suffered problems with 
exchange control, recession, 
and repeated conflicts with 
its regulator. GTE says it 
and its partners “have cre- 
ated a great deal of value” in 
CANTV. However, while 
analysts say the basic finan- 
cial position of the company 
is strong, the volatility of an 
economy whose fortunes are 
linked so closely to oil prices 
is a deterrent to investors. 

Colombia’s telephone sys- 
tem has been run at a 
municipal level with a single 
company handling 
long-distance services. The 
long-distance market is now 
being opened up to any com- 
pany with 200,000 local lilies 
in co-operation with any 
international operator with 
more than 400,000 minutes of 
traffic in 1996. which can 
also put upSI50m. 

Two new operators seem 
likely to enter, one clustered 
around ETB, the Bogota 
operator, and the other 
around the Santo Domingo 
and Sanniento groups, both 
powerful operators in Colom- 
bia’s private sector. 

In Ecuador, the govern- 
ment is going ahead in April 
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BRAZIL • By Jonathan Wheatley in Sap Paulb 
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Privatisation under wa 


For the local and international 
consortia lining up to buy the 
networks, it offers one of the fastest 
potential growth rates in the world 


T he long-awaited priva- 
tisation of Brazilian 
telecoms is finally 
under way. Last month, the 
government appointed Mor- 
gan Stanley and Salomon 
Brothers to advise on the 
sale of the Telebras system 
and reaffirmed its intention 
to carry it out by June 30. 

This is an enormous priva- 
tisation. reflected in the 
unusually low fee requested 
by the advisers of just 0.07 
per cent of the sale value. 
Analysts reckon each of the 
four fixed telephone operat- 
ing companies - three 
regional and one 
long-distance and interna- 
tional - into which the exist- 
ing 28 operators will be 
rebundled, will retch at least 
S5bn. With eight cellular 
operators to be sold sepa- 
rately, the total value of the 
sale is likely to reach $30bn. 

Most observers say the 
government is unlikely to 
meet its June 30 deadline. 
Brazil’s privatisation pro- 
gramme has been beset by 
bureaucratic delays and, 
recently, by a flurry of legal 
objections from political 
opponents. Even allowing 
for delays, however, it seems 
likely the sale will go ahead 
before the end of the year. 

For the frustrated sub- 
scribers -and would-be sub- 
scribers - to Brazil's creak- 
ing public networks, 
privatisation should bring 
cheaper and better services. 
And for the local and inter- 


national consortia lining up 
to buy the networks, it offers- 
one of the fastest potential 
growth rates in the world. | 

The state system was ai 
model of public enterprise) 
for a few years after it was) 
established in the mid-1960s.! 
But it has foiled to keep pace 1 
with demand. 

The system has a backlog 
of 13m lines awaiting instal- 
lation. Telesp, the company 
serving the state of Sao 
Paulo, accounts for 7.6m of 
them, yet (t treats its cus- 
tomers with the arrogance 
and disdain of the bureau- 
cratic monopoly it is. Main- 
tenance can cause cuts In 
service without warning or 
apology; it can take a month 
to transfer a line to a new 
address. 

High-volume subscribers 
to Telerj, in Rio de Janeiro, 
receive letters telling them 
fo reduce their use of the 
system or face disconnec- 
tion. Instead of hearing an 
engaged tone, callers often 
find themselves jo ining calls 
already in progress; the 
engaged tone itself more 
often indicates an over- 
loaded exchange. 

In some parts of the coun- 
try. operators are close to 
meeting the demand for ser- 
vices. But it is common to 
wait more than two years for 
connection - after advance 
payment of a connection 
charge recently slashed from 
$1,100 to $*15 in preparation 
for privatisation. 


The government hopes all 
this will change soon. It 
recently published draft pro- 
posals for performance tar- 
gets to be imposed on the 
new private operators. 
According to the draft, the 
number of lines per 100 head 
of population is to increase 
from about 10 todayone of 
the lowest rates in Latin 
Axnericato between 23 and 24 
by 2003. 

By the end of next year 
alone, the government 
expects private operators to 
install almost 10m new fixed 
, lines, bringing the total to 
126m. It says installation 
\must be carried out within 
Tour weeks of being 
luested by 2002 and within 
f>ne week by 2005. 

These and other targets 
"" be set by a Concessions 

i due to be published this 
jonth. Analysts say the tar- 
rtts are overly optimistic, 
btt the government hopes 
cttnpetrtion from rival oper- 
a Ji r ® w iH encourage buyers 
ofl the existing networks to 
aci| quickly. 

ictly how competition 
work rem ain* unclear; 
tha communications minis- 
tplhas spoken of limited 
axel-line competition begin- 

rnnd immediately after pri- 
vatljfetion and full competi- 
tion by 2002. These and other 
questions should be 
. by the Concessions 

Plan. I 

Competition will begin 
much ^sooner in cellular tele- 
phony Last year, the com- 
munilattons ministry 
accepted bids for 10 regional 
concessions to operate 
so-calla 8- band services, to 
compel with existing 
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A-band services oL, 
the Telebras system.! 

The winner of tf 
concession to be _ 
was BCP Telecoms 
a consortium formed 
South of the US wit- 
bank Safra and media) 
O Estado de Sao 
which will begin o 
services in the city _ 
Paulo next month. It 
$2.45bn for the conces: 
an indication of the mar 

appeal. 

The announcement 
other winners has 1 
delayed by legal battles 
the disqualification of 
ders for the concession 
ering the rest of S&o F 
state. 

The prospect -of com, 
tion has already shaker 
the cellular market in 
Paulo. Cellular lines, w 
changed hands on the 6 
market for more than $ 
in 1995, can now be hat 
less than $1,000. Few sh 
be tempted; BCP has ini 
requests for an initial 151 
lines with a connection 
of RS236 ($210). It says a 
ther 350,000 lines will 
offered by August 

Telesp, which has al 
700,000 cellular lines in c 
a tion, has dropped its 
nection fee from R$34( 
RJ280 in response. It plar 
offer another 150,000 by 
end of June, from a wai 
list that reached 3.5m 
year. 

However, consumers 
unlikely to benefit from 
all-out price war the gov 
meat has said state op 
tors may not charge 
services than their prii 
sector rivals. 
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African overview 




Revolution 


finally gets 


under 

Rascom is playing 
a leading role 
in the 

transformation 

of the sector 

A frica's long overdue 
telecommunications 
revolution is under 
way. as privatisation and 
deregulation opens up the 
sector to competition, for- 
eign investment, and new 
technology. 

Governments across the 
continent from Ethiopia to 
South Africa, from Uganda 
to Senegal, are ending state 
monopolies which charged 
high rates for an Increas- 
ingly poor service, and 
allowed the communications 
gap between Africa and the 
rest of the world to widen. 

The figures speak for 
themselves. Africa has one 
eighth of the world's popula- 
tion, yet only 2 per cent of 
its telephone lines. In 1994 
there were 11.6m main fixed 
telephone lines in Africa, 
5.3m in north Africa, 3.8m in 
South Africa and just 2£m 
in the rest of Africa. It 
amounts to one line for 
every 235 people, compared 
to a line for every two or 
three people in the industria- 
lised countries. 

As Jay Naidoo, South 
Africa’s minister of tele- 
coms, recently pointed out, 
Tokyo has more phones than 
Africa. 

The continent is paying 
the price, say industry ana- 
lysts, for low investment. 
European companies were 
ploughing as much as half 
their earnings back into 
infrastructure in ihe 1970s, 
while during the period 
1990-94 the world average of 


way 

investment as a percentage 
of revenue was 46 per cent 
But during the same period, 
only three big African mar- 
kets - Botswana, Cameroon 
and Kenya - reached that 
level, and the average for the 
whole region in 1994 was 28 
per cent 

By the beginning of the 
next century, however, the 
transformation of the sector 
should be well under way, 
with the Abidjan-based 
Regional African Satellite 
Communications Organisa- 
tion (Rascom), formed in 
1992 by 42 African countries, 
playing a leading role. 

It is presiding over the 
launch of a continent- wide 
satellite system, and last 
month a dozen international 
companies tendered for what 
is described as the biggest 
pan-Africa investment. The 
$l-2bn satellite project is to 
be developed on a build, 
operate and transfer basis, 
with Rascom a member of 
the consortium. 

"The company will be 
responsible for designing, 
financing manufacturing, 
launching and operating the 
dedicated satellite system for 
Africa with Rascom, and 
transferring ownership to 
Rascom at the end of a con- 
cessional period to be agreed 
on." says a spokesman. 

It will include installation 
of 500,000 fixed solar-pow- 
ered telephone stations with 
international access across 
the continent over a seven- 
year period. The aim is to 
slash the average distance to 
the nearest phone in Africa 
from 50km to 5km. 

Rascom expects the satel- 
lite to be launched in the 
first quarter of 2001. 

Meanwhile the Gibraltar- 
based African Continental 
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Cellphone 

auction 

postponed 

Cellphone sales have taken off despite 
the auction delay. But much of Peru 
is still incommunicado 


T he suspense contin- 
ues. For the third 
time, a 30-year conces- 
sion for the cellphone band 
for Peru's provinces, sched- 
uled to be auctioned on 
March 6, suffered an elev- 
enth-hour postponement, 
apparently at the request of 
two of the three pre-qualify- 
ing operators. 

Although BellSouth of the 
US and Perus’s Tele 2000 had 
pre-qualified separately to 
bid lor the provincial "B" 
band, they are already effec- 
tively one company. 

The third contender is 
GTE of the US. Telefonica 
del Peru already occupies 
the “B" band for Lima, the 
capital, and its neighbouring 
port of Callao and is prohib- 
ited from bidding in the 
forthcoming auction, now 
rescheduled for May. 

Until the middle of next 
year, Telefonica del Peru 
(controlled by Telefonica 
tote madonal of Spain, Tisa, 
which took over Peru’s for- 
mer state-owned telecoms 
monopoly with a surprising 
bid of $2bn in February 1994) 
has exclusivity over fixed- 
line and long-distance tele- 
phony, national and interna- 
tional. 

Competition so far has 
centred on cellular tele- 
phony, cable television and 
provision of public eallboxes. 

Cellphones in particular 
have taken off. At the time 
of privatisation in 1994. Peru 
had the lowest level of tele- 
phone provision of any coun- 
try in South America, 
including Bolivia (fewer 
than three lines per 100 
inhabitants). Vast distances 
arid difficult topography 
mean fixed-line telephony is 
often prohibitively costly to 
install. 

Even in Lima . and Callao, 
existing fixed-line infrastruc- 
ture was far from adequate. 
In the past four years, many 
suburbs, shanty towns and 
outlying residential districts 
have leap-frogged from no 
phones to cellular telephony 
without considering the 
fixed-line option. 

Telefonica has expanded 
fast in cellphones: its 20.000 
clients in 1994 had swelled to 
320,000 by the end of 1997- 
Tele 2000-BellSoutb cur- 
re ntly claims about 200,000 


subscribers and will invest 
flOOm this year (on top of 
$i5Qm in 1997) to expand its 
cellphone infrastructure and 
make inroads in the growing 
business market. It has 
already laid same 200km of 
fibre optic cable, aimed at 
servicing internal communi- 
cations systems for compa- 
nies with many branches, 
such as banks. 

Several other operators 
are also establishing a toe- 
hold in this potentially 
lucrative area, Including 
Resetel and CamSat, both of 
the US. 

At present, Peruvian law 
allows them only local car- 
rier licences, but both are 
building fibre optic networks 
in the capital to compete 
with Telefonica and Tele 
2000. Resetel expects to acti- 
vate its 250km system for 
T.imfl this month, but Until 
June 1999, it will be allowed 
to offer clients only private, 
closed-circuit links. 

Subsidiaries of the Global- 
star and Iridium low orbit 
satellite systems are also set- 
ting up in Peru. 

Some telecoms experts dis- 
miss thgm as too costly, but 
satellite services could prove 
“a very interesting alterna- 
tive for Peru's Highlands and 
jungle regions,” says Percy 
Fernandez, telecoms vice- 
minister. “It may be a niche 
market, but in remote areas 
the concept of cheap and 
expensive loses relevance." 

Although Telefonica 
expansion has raised' cover- 
age to about 7.5 lines per 100 
inhabitants, and has set a 
target of 9 lines per 100 by 
the year 2000, there is still a 
long way to go. Antonio Pau- 
car, the new minister of 
transport and communica- 
tions who presided over 
Lima's state-controDed tele- 
phone company prior to pri- 
vatisation, says that promo- 
ting rural telephony is one of 
his main objectives. “Much 
of Peru is still incommuni- 
cado: there are villages with 
thousands of inhabitants 
and not one telephone.” 

A government-appointed 

committee has been charged 
with working out the post- 
hberalisation legal details: it 

has until mid year to set the 
ground rules for full compe- 
tition. 
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Telecommunications Ltd 
(Aftel) and Telesat Canada 
have signed contracts under 
which the Canadian satellite 
co mmuni cations company 
will help build Aftel ’s new 


$835m pan-African satellite 
network. The first step in 
the two-phase operation 
involves leasing and reposi- 
tioning of a satellite to serve 
southern Africa. The second 


phase will see the launching 
of a new satellite covering 
the whole continent, with 
target date of 2001. 

The second satellite will 
allow customers to make 


and receive local and inter- 
national telephone calls with 
a lightweight handset, and 
will be the first service of its 
kind to cover the entire con- 
tinent, say Aftel officials. 


There are also several initia- 
tives to link Africa with the 
rest of the world through 
fibre optic undersea cables. 

AT&T intends to develope 
a fibre ring around the conti- 


nent called Africa One, while 
Siemens, the German equip- 
ment manufacturer, has pro- 
posed a 6,000km series of 
fibre optic links along the 
western coast of Africa. 



If you really want to make money with your 
fixed network, you’ve got to exploit the 
Internet to the maximum. 

The hunger for exciting multimedia is driving 
up connection speeds. That means broadband. 

What you need is a knowledgeable partner 
like Nokia to make it happen. As a total 
fixed network solutions provide^ we make it 
easy for you to grow from narrowband to 
broadband. 

And what’s more, we have the experience in 
complex markets to make the change go 
smoothly. 

So keep your cool and the Internet hot 
with Nokia. 


Fast Internet makes 
your head spin 


NOKIA 

Connecting People 

www.uokia.com 
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SOUTH AFRICA 


* By Mark Ashurst in Johannesburg 


Bitter struggle to shield monopoly 


Telkom's monopoly of ‘basic' services 
has been guaranteed for five years, 
with the offer of a sixth year if the 
utility meets its pledges 


B arely a year after the 
part-privatisation of 
Telkom, the South 
African telephone utility, its 
new management is 
embroiled in a bitter strug- 
gle to protect its monopoly 
of basic fixed-line services. 

SBC International, the US 
communications giant, and 
Telekom Malaysia jointly 
paid R5.8bn (*i.25bn) in 
March 1997 for 30 per cent of 
Africa's biggest telephone 
operator. The transaction is 
the largest privatisation - al- 
beit partial - yet undertaken 
in sub-Saharan Africa, and 
the largest single foreign 
investment in South African 
history. 

The price tag values Tel- 
kom at Rl8.6bn, a substan- 
tial premium to most esti- 
mates of its current worth. 
Although rival bidders 
dropped out in the final 
weeks of the race. SBC 
believes the sum is justified 
by the promise of five years 
of exclusivity in its core 
local market 

That monopoly will last 
until 2003 - at the lat- 


est - when South Africa has 
assured tbe World Trade 
Organisation it will license a 
direct competitor. By then, 
the government hopes Tel- 
kom wifi have been trans- 
formed. Tbe price tag, says 
Jay Naidoo, minister of 
posts, telecommunications 
and broadcasting, gives an 
indication of “what we 
expect [Telkom] to be 
[worth] in five years’ time”. 

Telkom’s monopoly of 
“basic" services has been 
guaranteed for five years, 
with the offer of a sixth year 
if the utility meets its pledge 
to install 2.7m new lines to 
poor and predominantly 
black communities. If ft 
fails, tbe new owners will be 
penalised with dollar -denom- 
inated fines. 

These terms - in particu- 
lar tbe definition of “basic” 
services - have been hotly 
contested by Telkom's rivals 
in the private sector. 
Although new entrants have 
been barred From South 
Africa's fixed-line market, 
competitors offering added- 
vaiue services and interna- 


tional telephone traffic have 
flourished. 

Internet service providers 
(ISPs), whose overall com- 
petitiveness is rated among 
the world’s top 20, last year 
recorded a combined annual 
turnover or more than 
R400m. Callback ser- 
vices -which route nalia to 
and from South Africa via 
cheaper operators in third 
countries - claim savings of 
up to 25 per cent on Tel- 
kom’s international charges. 

Perhaps inevitably, the 
proliferation of new competi- 
tors has caused distress at 
Telkom- The Internet Ser- 
vice Providers Association 
first accused Telkom of 
abusing its monopoly of 
fixed line telephony in 1996. 
But the creation in February 
last year of the industry’s 
first independent regulator, 
tbe South African Telecom- 
munications Regulatory 
Authority (Satra), has pro- 
vided a new focus for dis- 
putes and prompted a flurry 
of legal action. 

In August last year, Satra 
ruled that international call- 
back operators were violat- 
ing Telkom's monopoly and 
gave them until September 
to close down. A month 
later, it rejected Telkom's 
claim that the ISPS infring ed 
its monopoly ol basic ser- 


vices. The regulator ruled 
that Internet service provid- 
ers offered "added value ser- 
vices”, which fell outside the 
monopoly of "basic ser- 
vices". 

Callback operators and 
Telkom are currently pursu- 
ing separate legal actions to 
challenge the respective rul- 
ings. The outcome of each 
case will define the scope of 
Telkom's business, and test 
the limits or Satra’s author- 
ity. Tbe new regulator has 
unfettered jurisdiction over 
licensing all public network 
telephony, radio, paging and 
data services. But Its main 
task is to prepare the indus- 
try for deregulation. 

Telecommunications 
already contributes 7 per 
cent of South Africa’s gross 
domestic product, but minis- 
ters believe the current 
infrastructure has stymied 
economic growth. “None of 
the government's plans can 
come to frizition without an 
economic backbone,” says 
Mr Naidoo. 

If Telkom Calls to achieve 
its targets. Satra will impose 
fines. If its behaviour is anti- 
competitive, Satra can ann ul 
deals with local or foreign 
partners that could prejudice 
prospective new entrants. 
“During this period of exclu- 
sivity, we are the opposition 


to Telkom," says Nape 
Maepa, Satra’s chairman. 

But he defends the part- 
privatisation negotiated by 
Mr Naidoo, which he argues 
is vital to achieve the roll- 
out of new infrastructure to 
consumers neglected during 
the apartheid era. “It is an 
onerous monopoly, but we 
understand exactly why it 
has been allowed,” says Mr 



As the legal action drags 
on. other sectors of the 
industry are braced for 
change. Satra is currently 
preparing for public hear- 
ings into the licensing of a 
third cellular telephone oper- 
ator, following a feasibility 
study completed last year. 
Analysts have encouraged 
the licensing of a third oper- 
ator to promote competition 
almost from the moment 
VodaCom and MTN, the cur- 
rent operators, were licensed 
in 1993. 

New rules axe also in the 
pipeline to fund the provi- 
sion of telephone lines to 
uneconomic areas. Early 
drafts recommend imposing 
a levy on commercial opera- 
tors, to be channelled into a 
universal service fund. This 
will pay for development in 
areas deemed uneconomic 
by commercial operators. 

The first of these facilities 


UGANDA • By Michael Holman 


- “Telecenters” - are sched- 
uled to be launched In rural 
areas during the first half of 
this year. 

Administered by a 
Universal Service Agency, 
Telecenters are intended to 
provide rural communities 
with instant access to the 
Internet, government and 
private sector databases. 
They will offer a range, of 
services from telemedicine 
to telelearning and 
telelibraries. 

The agency will also 
advise the government on 
the development of telecoms 
policy, which is a priority for 
the ruling African National 
Congress. 

Although Sooth Africa has 
a penetration rate of almost 
10 phones per 100 
inhabitants - one of the 
highest rates in Africa - the 
distribution is one of the 
most glaring legacies of 
apartheid. There are €4 
telephone lines per 100 white 
citizens, compared with 
fewer than three per 100 
black citizens. 

Telkom has promised to 
upgrade the entire exchange 
to digital technology by 1999. 
and last year notched up 
421,000 new connections. 
That makes Mr Naidoo's 
demand of 2.7m new lines by 
2002 look feasible. 
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The number of caMar subscribers to expected to reach 35m by 2000 
Kynge in Beijing 

Is the door 

finally 

opening? 

There are signs that Beijing’s policy 
of barring foreigners from operating 
networks could change - but for the 
time being, it’s a waiting game 


Kampala sets the pace with sell-off 


Planners point out that despite 
Uganda's decade of high growth, the 
country has fewer phones than it had 
in 1971 when Idi Amin seized power 


P hone cards are replac- 
ing coins in Kampala’s 
public call boxes, cell- 
phones have become a fash- 
ionable business tool, tbe 
country’s two main newspa- 
pers have websites on the 
Internet, and the state- 
owned telephone system is 
up for sale. 

The communications revo- 
lution has reached Uganda, 
and the country that helped 
blaze the economic reform 
trail in Africa is now leading 
the way in the privatisation 


of a sector whose efficient 
operation is essential to eco- 
nomic growth. 

Twelve years after Presi- 
dent Yoweri Museveni and 
his National Resistance 
Movement fought their way 
into power, the revival con- 
tinues apace of a nation dev- 
astated by the despotic 
regime of Idi Amin and the 
war to overthrow him. 

Under a wide-ranging 
reform programme, endorsed 
by the International Mone- 
tary Fund QMFj and backed 


by tbe World Bank and other 
donors, the economy has 
been transformed. The intro- 
duction of market-driven 
exchange rates, trade liberal- 
isation. and privatisation 
have paved the way for a 
remarkable recovery. 

' Kampala is surging and 
tourists are returning, 
together with many of the 
Asian community expelled 
by Amin some 25 years ago. 
The economy is thriv- 
ing - gross domestic product 
growth has averaged 6.4 per 
cent during the past decade, 
and 8.1 per cent over the 
past three years. 

ff the recovery is to be sus- 
tained, say government plan- 
ners. Uganda needs to 
improve and expand its tele- 


coms service. 

Planners point out that 
despite Uganda's decade of 
high growth, the country' 
has fewer phones than it had 
in 1971 when Idi Amin seized 
power. Then the country had 
Z 00,000 telephone lines. 
Today. Uganda has only 
46.000 linns serving a popula- 
tion of 19m. 

The World Bank estimates 
that as much as 2 per cent 
annual growth is lost 
through the poor perfor- 
mance of the national phone 
network and the impact on 
the economy of erratic 
power supplies. 

As is often the case in 
Africa, it is easier to call 
London or New York than to 
make calls within the coun- 
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try itself. Businessmen com- 
plain that it can prove so 
difficult to get through from 
Kampala to the nearby 
towns of Jinja or Entebbe 
that it can be quicker to 
drive, and track down the 
person they want to see in 
their office or at their home. 

That journey, while only 
an hour, is expensive 
enough But for businesses 
trying to keep track of 
operations further afield the 
cost of staying in touch con 
make the difference between 
success and failure. 

“If we are to sustain high 
growth,” says a senior gov- 
ernment economist, “we 
need efficient communica- 
tions: they are essential If 
we want to improve the 
financial sendees sector, 
vital to our plans to increase 
tourism, and at the heart of 
a modern agriculture sector. 
This means better roads, and 
more phones." 

If all goes according to 
plan, tbe country’s commu- 
nications network is on the 
verge of being transformed, 
part of the latest and most 
exciting phase of Uganda's 
privatisation programme, 
involving the state utilities 
- electricity, railways, water 
a nd tiie national airline, and 
telecoms. 

(hie of tbe conditions of 
the privatisation of Uganda 
Posts and Telecommnnlca- 
tions (UPTC) is that the suc- 
cessful operator should doa- 
ble the lines available by the 
end of three years, and 
increase tin total to 150.000 
within five years. 

The divestiture of UPTC. 
expected to be the biggest 
sell-off since the process 
started in 1992, got under 
way when parliament passed 
the Uganda C ommun ications 
Act 

This authorised the 
break-up of the corporation 
into Uganda Telecommuni- 
cation Ltd (UTL), which will 
be privatised, Uganda Posts 
Ltd (UPL) which will remain 
in government hands, and 
the Uganda Communications 
Commission, which will be 
the regulator for the sector. 

According to provisional 
figures prepared by account- 
ing firm KPMG and agreed 
by UTL's management the 
company's net assets are 
worth $38m. making It the 
biggest enterprise to be pri- 


vatised since Uganda began 
the process in 1992. 

Government will initially 
offer 51 per cent of UTL for 
sale to a core investor, who 
will assume management 
responsibility, while the 
residua] shares will be 
offered to the public at a 
later date. 

Any consortium seeking to 
acquire 80 per cent or more 
of the company will have to 
include one operator already 
providing at least 200.000 
fixed lines. Other require 1 
ments include leading bid- 
ders prov in g minimum reve- 
nue of at least $20Qm for the 
last financial year or at least 
one consortium partner 
showing revenue of SlOQm. 

- In the meantime, however, 
modernisation and . expan- 
sion of UTL in the run-up to 
the sale will continue. 
"Plans are already under 
way to increase our existing 
lines by 10,000 next year," 
says an official. 

The company will face 
competition from Uganda's 
recently licensed Second 
Network Operator (SNO). 
The successful bidder - with 
$5. 6m - for the licence was 
Mobile Telephone Network 
(MTN), a consortium with 
MTN Holdings of South 
Africa as the leading partner 
with a 50 per cent interest, 
Sweden’s Telia Overseas AB 
(30 per cent), Investco 
Uganda (10 per cent) and Tri- 
star Investments of Rwanda 
(10 per cent). 

The group, which is also 
bidding for licences in 
Rwanda and the Democratic 
Republic of Congo (formerly 
Zaire), plans to lay 80.000 
lines in the next five years. 

The unsuccessful rival 
company was Utelnet, the 
international affiliate cf Por- 
tugal Telecommunications, 
which has the Aga Khan 
fund for economic develop- 
ment as a big shareholder. 

Utelnet may well now turn 
its attention to UTL, for 
which prequalification bids 
were Invited last month, 
with submission of fin a l bids 
due in May. 

“Our intention is not sim- 
ply to sell the licence to the 
highest bidder, but to one 
who intends to increase our 
telephone line density signif- 
icantly," says a senior offi- 
cial in tbe communications 
ministry. 



P re si den t Yoweri Mmemnfe.the revival continues 


I n telecoms, as in other 
areas of business in 
China, there is a tussle 
between the country's objec- 
tive Deed to attract foreign 
capital and its reluctance to 
reward investments with- 
meaningful market access. 

Intensifying thta conflict is 
the enormous potential of 
China’s Cast-growing market 
of L2hn people. The penetra- 
tion rate was 7.4 per cent 
last year, with 24 per cent in 
cities. The target is for 10 
per cent nationwide by 2000, 
with 30-40 per cent in cities. 

But despite the large 
investments needed to 
secure such growth, China 
appears determined - for the 
time being -to achieve its 
goal without yielding on a 
central prohibition against 
foreign equity participation 
in actual network operation. 

Wu Jicbuan, minister of 
posts and telecommunica- 
tions (MPT), recently gave a 
downbeat reading of 
whether this restriction 
. could be revised to facilitate 
China's long-delayed acces- 
sion to the World Trade 
Organisation (WTO). ■ - 
“Opening the telecommu- 
nications market cannot be a 
condition of entering the 
WTO." Mr Wu said. He 
added, however, that the 
market could be opened 
before 2010. if certain unspe- 
cified conditions were met 
But despite the steadfast 
refusal to countenance for- 
eigners operating networks 
in China, there are signs of 
an incremental loosening. 
By and large, foreign compa- 
nies have turned their atten- 
tion towards selected areas 
which fell outside the MPTs 
core monopoly in the hope of 
positioning themselves for 
tbe time when regulations 
are eased. 

These areas include elec- 
tronic man and voice mail 
services, .electronic data 
interchange, videotext on- 
line database retrieval and 
storage and forward fax. 
Equity participation in these 
sectors is still restricted but 
officials have indicated that 
such value-added services 
may be the first to be liberal- 
ised. 

Global One, the telecoms 
venture of Deutsche Tele- 
kom, France Telekom and 
Sprint has won contracts 
valued at more than $l0m to 
provide high-speed data and 
Internet communications 
systems to six Chinese pro- 
vincial posts and telecoms 
administrations! It has also 
entered into an agreement 
with China Telecom, a new 
state cellular company, to 
facilitate .connections 
between the US and China. 

Hong Kong Telecom, 
majority-owned by Cable 
and Wireless of the UK, has 
some co-o perative ventures 
with MPT. A Beijing to Hong 
Kong cable laid jointly by 
the two companies is expec- 
ted to be inaugurated soon. 

However, hopes that Cable 
and ; Wireless would be 
included in the ownership 
structure of China Telecom 
(following China Telecom’s 
acquisition of 5J5 per cent in 
Hong Kong Telecom) have 
proved optimistic so far. But 
Cable and Wireless Is still 
seen by many as likely to be 
among the first beneficiaries 
when bhina eventually 
allows direct foreign equity 
participation, analysts say. 

Some foreign companies 
have begun to exploit the 
few loopholes which exist. 
There are companies install- 
ing V-Sat facilities, which 
allow users with a satellite 
dish to make International 
calls. The MPT appears rela- 
tively tolerant of this busi- 
ness, perhaps because it is 
small and it does sot require 
connectivity with MPT’s 
own network. . 

The ministry's tolerance of 
call-back services Is, how- 


ever. perceived to be much 
thinner. Customers of these 
services, which offer dis- 
counts of about 35 per cent 
on international calls, are 
growing slowly from a low 
base in some large cities. 

"Some companies try to 
test the boundaries of mar- 
ket access," said one Chinese 
telecoms analyst. "But they 
run tbe risk of alienating the 
authorities and reducing 
their chance of getting a 
licence when the market is 
eventually opened.” 

In the areas where foreign- 
ers are permitted to operate, 
such as in equipment manu- 
facturing and sales, (be com- 
petition is intense. China's 
manufacture of switching 
capacity reached 15m lines 
in 1997, accounting for 90 per 
cent of the total installed in 
the same year. But in the 
next two years, manufactur- 
ing capacity is expected to 
grow to 20m lines - far 
beyond demand. 

Mobile telecoms is the fast- 
est growing sector, with the 
number of subscribers 
increasing by about 170 per 
cent annually ^ince 1970. 
The total number of cellular 
subscribers rose beyond 12m 
by the end of 1997 and is 
expected to reach 35m by 
2000, analysts said. Yet the 
prices of handsets supplied 
by mainly Motorola, Nokia, 
Ericsson. Alcatel and Nortel 
have dropped significantly 
over the past two years, due 
to an abundance of choice. 

Telecoms analysts say that 
although the margins in 
equipment sales are very 
thin, foreign companies are 
likely to remain engaged in 
China because of the lure of 
eventual deregulation. 

Optimists argue that the 
cause of market opening is 
assisted by the size of Chi- 
na's financing needs ami the 
fact that this year foreign 
investment inflows are 
expected to slow, along with 
the wider economy. But 
other analysts suggest that 
recent experience tends to 
suggest such an argument is 
wishful thinking. 

China Telecom, a subsid- 
iary of the MPT, found ready 
buyers when it listed in 
Hong Kong last year. But. as 
Mr Wu points out, the for- 
eign shareholders in the 
company do not expect to 
have any say in its manage- 
ment or to operate a net- 
work. If such methods of 
raising capital continue to 
be successful, the case for 
allowing direct foreign 
equity investment will 
remain weak, analysts say. 

But in spite of policy and 
other restraints, China's 
telecoms sector is continuing 
its extraordinarily rapid 
transformation. Unicom, a 
cellular company set up in 
1994 to rival the MPT, now 
enjoys freer access to the 
MPT’s network than at the 
start of its existance - rais- 
ing the level of competition. 

The number of internet 
subscribers is growing apace 
from a low base, despite con- 
tinued political concern and 
the fact that only s per cent 
of households in China have 
a computer. 

There are now some 400 

domestic Internet service 
providers licensed by the 
MPT. Foreign companies are ' 
engaging in tbe design of 
Web sites and research on 
Chinese-lasguage software. 

But although the potential 
rewards are great, the open- 
ing of China's market 
appears likely to remain a 
waiting game. “In my view, 
tbe market will open, but bit 
by bk. It won’t happen that 
one day you will wake up 
and say fit’s open'” said Wil- 
liam Zhang, analyst at Bei- 
jing Tenason Telecom Con- 
sulting. 

"It will probably take 
around five -years," he 
added. 
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Crisis could act as a stimulus 
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Fierce power 
struggle 
has emerged 

The outcome of court battles between 
the fledgling telecoms regulator and 
the government will be critical for the 
future of India's telecoms sector 


Competition is 
sharpening and 
some operators 
may find it a 
struggle to survive 

C onsolidation, deals 
and deregulation are 

likely to prove the 
watchwords as Asia's tele- 
coms companies wrestle 
with the aftershocks of 
regional financial upheaval. 
Few in the industry believe 
the downturn will under- 
mine its long-term growth 
potential, but it seems sure 
to affect the pace of growth 
and the balance of power 
within the sector. 

Evidence of upheaval is 
already emerging. In a deal 
concluded in January, Hong- 
kong Telecom paid 
HK$4.83bn to take control of 
Pacific Link, the territory's 
fourth-biggest mobile tele- 
coms operator. A few weeks 
later, the Hong Kong govern- 
ment announced an agree- 
ment ending Hongkong Tele- 
com's international licence, 
marking the latest and one 
of the most aggressive 
moves towards deregulation 
in the region. 

These are not isolated 
cases. Tngtead, most analysts 
believe they mark a stage in 
a gathering process. "With 
other emerging telecoms 
companies struggling, the 
issue far most countries is 
when rationalisations will 
take place, rather than if,” 
says SBC Warburg. The 
investment bank describes 
Hongkong Telecom’s acquisi- 
tion of Pacific i .ink as “the 
first of many rationalisa- 
tions". 

Similarly, many in the 
industry predict the protec- 
tive barriers in the sector 
will continue to tumble. 


pressure to liberalise from 
the World Trade Organisa- 
tion, from the US and from 
Europe," says one western 
trade official “Now you will 
see governments being 
encouraged to open to for- 
eign capital because their 
local companies are starved 
of capital and because they 
need to sharpen their com- 
petitiveness.” 

Both forces reflect the fact 
that life has become much 


tougher for many of Asia's 
telecoms operators. After a 
period of rapid expansion, 
which drew new operators 
into the sector, economic 
slowdown will depress 
demand growth and sharpen 
competition. 

While telemme demand in 
developing mar kets tends to 
be less sensitive to GDP than 
In advanced economies, ana- 


services, which remain sub- 
stantially more expensive 
than land Tinafi and which 
have seen rapid expansion 
over recent years. 

Not all markets win suffer 
the same pain. “Taiwan is 
the bright market”, says 
SBC Warburg, which fore- 
casts the cellular market 
will double this year. Else- 
where, there is likely to be a 
struggle for survival as com- 
petition intensifies. “We 


expect to see a bout of merg- 
ers and acquisitions in the 
sector, in Hong Kong, Malay- 
sia, the Philippines and in 
Thailand," says the head of 
corporate finance at one 
Hong Kong investment 
bank. 

Many commentators, how- 
ever, see the downturn as an 
opportunity rather than a 
crisis. “In many of these 
countries there is still very 
strong growth potential. 
Penetration rates are still 
very low in the Philippines 
for example,” says Mark 
Dowie, head of corporate 
fmancp at Jardine Fleming. 

As with Hongkong Tele- 
com's purchase of Pacific 
Unk, predators are likely to 
emerge from the ranks of the 
ggistfng dominant operators. 
“The top three operators in 
terms of cashflow generation 
will have an estimated $lObn 
in excess cash to spend in 


1998,” says Goldman Sachs. 
Singapore Telecom is viewed 
as a potential buyer for 
assets in the region, while 
China Telecom, the Hong 
Kong arm of the dominant 
mainland operator, is also 
expected to accelerate its 
expansion. 

International operators 
may also seize the opportu- 
nity arising from the crisis 
to expand in the region. 
Deutsche Telekom is 
reported to have been study- 
ing purchases, including a 
stake in Islacom of the Phi- 
lippines. 

"When this kind of down- 
turn occurs we will probably 
see a familiar pattern 
develop," says the telecoms 
analyst at one European 
investment bank. “We will 
see the strong get stronger 
and the weak disappear as 
competition sharpens.” 

Competition is also sharp- 


ening at the national level as 
the pressures to satisfy inter- 
national liberalisation 
demands, increase competi- 
tiveness and attract invest- 
ment have increased. These 
motives were explicit in 
Hong Kong's move to end 
the international monopoly 
of HongKong Telecom six 
years ahead of schedule in 
exchange far a compensation 
package which included a 
cash payment of HK$6.7bn. 

The move was driven 
partly by the need to stay 
ahead of regional rivals. “It 
should allow Hong Kong to 
reclaim its position as the 
pre-eminent telecoms hub in 
the region,” said Alex Arena, 
special adviser to the gov- 
ernment on information 
infrastructure. 

In particular, Hong Kong 
had an eye on Singapore, its 
main rival as a regional tele- 
coms hub and which had 


already announced the end 
of monopoly services for 
Singapore Telecom. 

But the deregulation in 
Hong Kong also reflected 
concerns to bolster the econ- 
omy amid the regional finan- 
cial upheaval. “ This liberal- 
isation, coming at a time of 
economic uncertainty in the 
region, will give Hong Kong 

a si gnificant ec onomic stim- 
ulus,” said Stephen Ip, secre- 
tary for economic services. 
He predicted a boost to jobs 
and investment and a saving 
of HK$17bn for consumers. 

“The real impact of this 
crisis, across all industrial 
sectors, is that cash and 
competitiveness are king,” 
says the head of the tele- 
coms division at one consul- 
tancy group. After the initial 
shock, 1 would expect this 
crisis to act as a stimulus for 
the expansion of the regional 
telecoms industry.” 


I n January last year, 
India's Department of 
Telecommunications sud- 
denly announced that the 
price of nails from a fixed 
line to a mobile phone would 
be increased by about 700 
per cent - from 1.4 rupees 
per minute to 10 rupees. 
Public reaction, was swift: 
revenues for fledgling cell- 
phone ope ra tors plummeted 
to nearly zero as most Indian 
consumers opted not to 
make expensive calls to 
mobile phones. 

Private cellular operators 
acted just as fast: they 
rushed to the recently-con- 
stituted Telecom Regulatory 
Authority of India (TRAI) 
and appealed for the price 
Increase to be quashed. In 
April, the TRAI, barely three 
months old, ordered the DoT 
to cancel the new fixed-to- 
mobfle tariffs, much to the 
relief of the cellphone opera- 
tors. 

That ruling was the open- 
ing salvo in what has now 
emerged as a fierce power 
struggle between the fledg- 
ling telecoms regulator and 
the government over the reg- 
ulator’s role in the liberalisa- 
tion of India's telecoms 
industry. The battle esca- 
lated in mid-February when 
the TRAI nullified a licence 
granted by the DoT to state- 
owned Mahan agar Tele- 
phone Nigam (MTNL) to set 
up new cellular phone ser- 
vices in Delhi and Bombay. 

Acting cm a petition again 
brought by private cellphone 
operators, the regulator 
issued a sharply-worded 
rebuke to the DoT, saying 
that it was “mandatary” far 
the government to seek a 
recommendation from the 
regulator before allowing 
new entrants into the mar- 
ket. Because the DoT did not 
consult the regulator about 
the “need and timing” for 


MTNL’s planned market 
entry, the licence given to it 
was invalid, it ruled. The 
judgment also claimed the 
regulator had the preroga- 
tive to make recommenda- 
tions on other key licensing 
issues, such as the terms 
and conditions set for new 
operators, and when licences 
should be revoked. / 

The ruling, bailed by pri- 
vate cellphone operators, 
paves the way for what 
could be a final showdown 
over the scope of the regula- 
tor’s powers. 

While the government has 
accepted the regulator's 
jurisdiction in tariff-setting, 
it shows no willingness to 
relinquish or share its 
authority to set licence con- 
ditions and allow new opera- 
tors. 

For MTNL, which issued 
$358m of global depository 
receipts last year, the ruling 
was also an important blow, 
because it had told investors 
that it planned to start offer- 
ing cellphone services by the 
fourth quarter of this year. 
S.Rnjagopalan, chairman of 
MTNL. called the decision to 
revoke its licence “a total 
TniKTfmriing of the powers cf 
theTRAL" 

Government lawyers have 
argued that the regulator’s 
opinions on new market 
entrants are to be considered 
only as non-binding 
“advice”, not required for 
government decision-mak- 
ing. They say the DoT still 
has the exclusive authority 
to grant permission to new 
operators - with or without 
obtaining the regulator's 
approval. 

The DoT, and the state 
companies operating under 
its protective wing, are 
expected to take this argu- 
ment all the way to the 
Supreme Court The govern 
Continued on Page 8 


lysts still expect a downturn. 
“There was already a lot of Most exposed will be cellular 
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Integrated C ommunications 
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AERG£RS AND ACQUBSTTlCiNS • ;By Gebrgie ‘Sack 




Deregulation of EU market spurs full competition 

t . . .. Telecoms compares 


Analysts see no let-up in the merger 
mania which has swept the industry. 
Software and computing services 
businesses may be the next targets 


T he merger mania 
which has affected the 
telecommunications 
industry in the past year is 
likely to increase, say ana- 
lysts. And some think it may 
he still only in its early 
phase. 

The number of telecoms 
mergers and acquisitions in 
Europe last year was a third 
more than in 1996, according 
to Broadview Associates, an 
investment hank specialising 
in mergers. 

One of the Twain reasons 
for this was the deregulation 
of the European Union mar- 
ket from the beginning of 
this year, bringing in full 
competition in both fixed 
and mobile networks. 

The recent World Trade 
Organisation agreement to 
liberalise telecoms world- 


wide will increase the 
momentum towards acquisi- 
tion. 

Liberalisation is creating 
many new private compa- 
nies which need to acquire 
to grow and new markets 
into which they can expand. 

In the US, local operators 
are looking mainly for 
domestic partnerships while 
some long-distance operators 
are forming alliances both at 
home and abroad. In eastern 
Europe, national operators 
in the Czech Republic and 
Hungary have sold stakes in 
their networks; others may 
copy tins. 

Global alliances are emerg- 
ing. AT&T is involved in 
Unisource, with KPN of the 
Netherlands, Swisscom, 
Telecom Italia and Sweden’s 
Telia; BT set up Concert 


with MCI, Spain’s Telefonica 
and Portugal Telecom; and 
Global One was established 
as a joint venture between 
Sprint, Deutsche Telekom 
and France Telecom. 

Olivier Perraudin, manag- 
ing director of Merrill 
Lynch's investment tanking 
arm, thinks that many of 
these affiances remain frag- 
ile; some members are likely 
to drop out and new ones 
come in, he says. 

The biggest deal in the 

past year was the takeover 
of MCI by WorldCom for 
about $37bn. Ibis was still 
not completed last month 
and has been the subject of a 
complaint to regulators by 
GTE, which also wanted to 
buy MCL 

Worldcom’s bid beat an 
earlier one by BT, which was 
widely criticised by analysts 
for its handling of the affair. 
But BT was lucky and came 
out with a useful profit on 
its holding in MCL 

GTE is looking for a Euro- 


pean partner and BT migh t 
suit it. BT stiff wants a US 
partner and GTE is on its 
list, but so are Bell Atlantic 
and SBC C ommuni cations. If 
GTE cannot strike a deal 
with BT, it coold look to 
Cable & Wireless. BTs main 
UK rival 

BT has also been looking 
for partners which could 
strengthen its position in 
other parts of the world. 
There was an unsuccessful 
move to take over or merge 
with C&W, a plan which 
analysts say has recently 
been revived. 

BT has denied a rumour 
that it would be taken over 
by Microsoft; Microsoft said 
it did not want to buy any 
telecoms operator. 

AT&T, despite its troubles 
at home, is said to be inter- 
ested in Energls, a recent UK 
entrant into long-distance 
business communications 
and in the UK mobile opera- 
tor Vodafone, also a 
rumoured target for one of 


the regional Bell operating 
companies. 

AT&T was pursuing a 
merger with SBC, but that 
was blocked by the Federal 
Communications Commis- 
sion as too powerful an alli- 
ance between a long-distance 
and a local operator. How- 
ever, a court decision to 
lower the barriers to 
long-distance competition 
across the US could increase 
the number of takeovers and 
alliances there. 

SBC, which last year 
bought Pacific Telesis, the 
west coast local operator, 
has also offered to buy 
Southern New England Tele- 
communications to expand 
from the local to the 
long-distance market. 

Mergers between fixed and 
mobile operators are also 
expected to increase. So far. 
the largest was the takeover 
of McCaw by AT&T. Fixed 
network operators are keen 
to gain licences to run 
mobile networks. 


An important unknown 
factor is how willing govern- 
ments will be to allow' their 
national phone companies to 
be taken over or to go into 
relationships in which they 
are the minor partner. 

The question is whether 
they will endorse the free 
market and allow those com- 
panies to form whatever alli- 
ances they think best for the 
long term or whether they 
will view them as part of the 
national heritage which has 
to be protected from foreign 
predators. 

Deutsche Telekom and 
France Telecom have 
exchanged small equity 
stakes with tbeir govern- 
ments' blessing, but it might 
be a very different story if 
one were to bid for the other. 

The US government was 
apparently willing to let BT 
buy MCI. perhaps because it 
was viewed as a small opera- 
tor in a large market, but if 
a US operator bid for BT, the 
UK government would have 


some heart-searching to do 
and could be faced with a 
hot political issue. 

Some analysts believe that 
protectionist instincts 
remain deep-rooted in 
Europe and will not oe 
quickly eliminated by the 
official opening-up of the 
market . 

But Mr Perraudin thinks 
that governments of smaller 
countries are becoming more 
willing to let their national 
operators be controlled by 
outsiders. 

He points out that Amen- 
tech. Tele Danmark and 
Singapore Telecom already 
come close to controlling 
Belgacom with 49 per cent 
anH that Ameritech has been 
allowed to take 42 per cent of 
Tele Danmark. 

The latter deal has made 
Telia of Sweden and Nor- 
way’s Telenor want to has- 
ten their merger in the face 
of new regional competition, 
which may persuade their 
governments to allow it. 


Telecoms comp^- are 

increasingly mterestedm 

acquiring information tech- 

noiogy companies to keep up 
with technological change 
Sd to do more busmen 

with large corporate cu^cra- 

ere. This niay be particularly 
important for operator 
which are losing part of 
Their domestic customer 

base. - 

CSlW s recent purchase or 

Anne Group’s networking 
business is an example of 
such a move into IT. 

Victor Basta, managing 
director of Broadview Ass* 
ciates, thinks that acquisi- 
tions of IT companies by 
telecoms operators will be 
the most important trend of 
the next couple of years. 

He sees GTE’s purchase of 
Bolt Beranek Newman and 
Worldcom’s of UUNet Pipes 
as straws in the wind. Soft- 
ware and computing services 
businesses may find them- 
selves getting unwanted 
attention in the near future. 


INTERCONNECTION • By George Black 




CONVERGENCE • By Jota Shillingford 


Accounting rate system is 
nearing point of collapse 


Telcos are well placed 


Opinions vary as to who will make 
the most of convergence - but size is 
likely to be very significant 


Operators are 
bypassing the 
system in various 
ways, such as via 
private networks 

T he accounting rate 
system, which governs 
how operators pay 
each other for connecting 
their international calls, is 
getting close to collapse. 

Political as well as techno- 
logical change has under- 
mined the old system. The 
liberalisation of the telecom- 
munications market world- 
wide is set to overturn it Just 
as much as the impact of 
Internet telephony and call- 
back services. 

The accounting rate is tbe 
system by which countries 
have paid each other for 
completing international 
calls. If there is an imbal- 
ance in traffic, the party 
which creates the greater 
amount pays the other a 
compensating sum. 

The system dates back to 
the last century when Euro- 
pean countries agreed how 
to divide revenues from 
intpmatinrml services. 

It worked well enough 
while the telecoms industry 
was made up of government- 
owned monopoly suppliers, 
call charges were much the 
same in each country, the 
volume of calls in each direc- 
tion was roughly equal and 
economic relations between 
the countries were stable. 

But these conditions no 
longer apply. International 
traffic has become a much 
more complicated business, 
with many more suppliers 
and many different ways of 
making rails 

Many operators are 
bypassing the system in var- 
ious ways, such as by using 
private networks. The less 
comprehensive it becomes, 
the less fair it is. The notion 


of fixed rates fbr caffs is out 
of date. 

In a liberalised market the 
accounting rate system dis- 
advantages new entrants to 
tbe market who need to 
negotiate with dozens of 
countries individually. 

Interconnection is one of 
the biggest concerns for new 
entrants and typically their 
biggest single cost 

Experts have been expect- 
ing the old system to col- 
lapse for about 10 years 
- and it is now starting to 
happen. 

The US wants it scrapped 
as soon as possible. US oper- 
ators point out that in 1995 
they paid $5.4bn to foreign 
operators and the imbalance 
between nations is growing. 
As the US becomes rela- 
tively more prosperous, its 
outbonnd telephone traffic 
grows; the US is a culture in 
which people routinely make 

inng calls. 

The accounting rate sys- 
tem. according to its US crit- 
ics, means that US users pay 
much higher prices than 
they should do and other 
countries are encouraged to 
maintain their monopoly 
suppliers. 

So the US government has 
lobbied the International 
Telecommunications Union 
for reform. The ITU, with 
the support of 80 countries, 
agreed last year to work 
towards bringing accounting 
rates down into line with tbe 
actual costs of completing 
calls over a period of five 
years. 

Bat in August tbe US Fed- 
eral Communications Com- 
mission tired of waiting for 
progress and u ni l a terally set 
benchmarks for US opera- 
tors to establish new settle- 
ment rates from 1999. 

Operators in other coun- 
tries, including Japan and 
South Korea, two of the 
countries which would be 
most disadvantaged by the 


new system, promptly 
objected and threatened to 
sue the FCC. 

The objectors to the FCCs 
action say variously that it 
has no right to impose a new 
framework on tbe rest of the 
world, that US operators 
help to create the imbalance, 
for example by promoting 
call-back services, that the 
FCCs calculations are incor- 
rect- and that anyway the 
US sho uld help other nations 
modernise their networks. 

The FCC’s new system 
would adversely affect for- 
eign carriers, caff-back oper- 
ators and most non-US users 
to different extents. Other 
countries which would be 
substantially hit include 
Hong Kong, Israel and Bra- 
zil. 

The legal position is 
unclear even to experts in 
the field. The case is going 
through the US courts, but it 
could take a long time to 
resolve because It is likely to 
be subject to appeals. 

It is by no means certain 
that the US legal system will 
ultimately support the FCC. 

This week, the World Tele- 
communications Policy 
Forum of the ITU meeting in 
Geneva is trying to resolve 
the issue by asking memb er 
countries to accept a price 
cap on international agree- 
ments. 

Tim Kelly, tbe ITU’s bead 
of operations analysis, says 
ihe aim is to take the heat 
out of the argument by prod- 
ucing a lowest common 
denominator which everyone 
can accept The price cap is, 
however, well above tbe 
level of settlements proposed 
by the FCC. 

The European. Union's 
view has been that it 
approves the principle of 
scrapping the accounting 
rate system and Is not con- 
cerned about protecting the 
profits of operators in mem- 
ber states. 


It would like to move to 
greater competition and 
lower prices for users within 
the EU and expects the 
accounting rate system to 
disappear in the near future 
anyway. But it questions the 
FCC’s authority to impose a 
new system. 

The European Commission 
warned the FCC that its 
statement was contrary to 
World Trade Organisation 
rules and that it would 
appeal to the WTO against 
it. That has not yet hap- 
pened. 

The WTO’s liberalisation 
of telecoms worldwide, 
which was due to come into 
force in February, did not 
tackle the accounting rate 
issue. The WTO is not plan- 
ning to consider the subject 
until 2000 at the earliest. 

On transatlantic routes, 
especially between . the US 
and the UK, and ■ on some 
Asian routes, the accounting 
rate system has already 
developed serious cracks. 
Agreements are being rene- 
gotiated outside the old sys- 
tem. 

In the EU, the accounting 
rate system is likely to break 
down, quite soon, according 
to Audrey Mandela, an inde- 
pendent telecoms consul- 
tant Incumbent operators 
will try to keep the rates as 
high as they can, but will be 
obliged to renegotiate closer 
to real costs, she forecasts. 

In other parts of the world, 
the did system could take a 
longer time to be 
superseded. But the FCC’s 
intervention may serve to 
speed up the process of 
renegotiating rates 
voluntarily around the 
world. 

Some countries, such as 
Mexico, have begun 
renegotiating to ensure 
access to the US. Others are 
in danger of finding 
themselves without access to 
the US. 


T he imminent launch of 
digital television, and 
the potential of devel- 
opments such as shopping 
via the Internet are creating 
massive demands for tele- 
coms capacity and ingenu- 
ity. But who will the win- 
ners be as telecoms and 
media converge? Will they 
be traditional telcos, media 
companies or start-up ven- 
tures? 

Telecoms companies are 
well placed to benefit from 
convergence - the coming 
together of previously sepa- 
rate industries such as 
media, telecoms and comput- 
ing. 

Digital television will cre- 
ate heavy demand for tele- 
coms capacity because it can 
be sent over high-capacity 
telecoms lines in the same 
way as data. The Internet is 
also increasing telcos' reve- 
nue from data - the average 
five-minute UK local call 
will increase to 20 minutes 
when Internet users are 
shopping on-line, predicts 
telecoms consultancy 
Phillips Tarifica. 

Another benefit of conver- 
gence is that it gives tele- 
coms companies the chance 
to offer new services that 
were once the sole preserve 
of media companies, such as 
publishing (via the Internet) 
or broadcasting. Large oper- 
ators such as British Tele- 
communications and MCI 
can set up as Internet ser- 
vice providers (ISPs). 
Because of their large user 
base and national networks, 
this is an area where they 
can succeed 

Broadcasting is already a 
reality for CWC, part of 
Cable & Wireless. CWC, 
formed last year from C&W 
phone company Mercury and 
three cable television compa- 
nies, offers a combination of 
cable TV and local and 
long-distance calls to 25 per 


cent of UK households. 

Graham Wallace, CWC 
chief executive, says he 
believes digital TV will 
accelerate the pace of con- 
vergence. For CWC. digital 
TV will mean being able to 
offer more customers greater 
choice of channels and 
greater interactivity. 

Later this year. CWC cus- 
tomers will get digital televi- 
sion plus an interactive 
CWC programming guide 
that will enable them to see 
at a glance which pro- 
grammes are on. on the 
channels they watch. In 
early 1999, they will be able 
to use the same set-top boxes 
they use to receive digital 
TV to “surf the Net 

This is when customers 
will start to notice and bene- 
fit from convergence. Mr 
Wallace says a viewer who 
misses an episode ctf the Cor- 
onation Street soap opera 
will be able to go straight to 
the programme’s Web site on 
the Internet and find oat 
what happened. Or a football 
fan will be able to check the 
line-up for the afternoon’s 
football game and get infor- 
mation on the players. 

Because the customer will 
be using a cable TV network 
with a high-capacity coaxial 
cable into the home, the cus- 
tomer win not have to log 
onto the Net but in effect 
will be permanently con- 
nected. Users will also be 
able to use Korean- made 
keyboards to send electronic 
mail (e-mail) in the breaks 
between programmes. 

The keyboards will com- 
municate with the television 
via an infrared link, 
although Mr Wallace says 
there will always be more 
complex Internet tasks that 
can only be carried out on a 
PC. CWC sees itself as a 
retailer, selling programmes 
from British Sky Broadcast- 
ing (with whom it is bunch- 


ing digital TV), Flextech, 
and others. 

Until last month, BT was 
als o threatening to enter the 
broadcasting business by 
sending programmes over 
standard phone lines using 
Asymmetric Digital Sub- 
scriber Line (ADSL) technol- 
ogy. 

In theory, there is a bright 
future for media companies, 
with more and more chan- 
nels requiring more and 
more programmes, and more 
and more Internet users 
needing Web sites to look at. 
But they face a number of 
threats. 

The digital revolution low- 
ers the cost of producing 
television and printed media 
to tiie point where start-ups 
without much capital can 
threaten established opera- 
tors. Media companies will 
also face increased competi- 
tion as telecoms companies 
and ISPs have the opportu- 
nity to distribute program- 
ming and information direct 
to customers. ’ ' 

The Internet is also com- 
peting far viewers. Mr Wal- 
lace believes it is no coinci- 
dence that Internet usage 
has shot up in the US at the 
same timp as TV viewing is 
declining. 

Finally, many of the exist- 
ing TV companies and some 
printed media companies 
have little experience of pay- 
ing customers - other than 
advertisers. “They are not 
used to dealing with custom- 
ers direct and do not have 
the necessary billing and 
other systems in place," says 
Mr Wallace. Telcos, by con- 
trast, are used to dealing 
with the large number of 
customers it takes for a TV 
company to be profitable. 

Robin Duke-Woolley, 
senior consultant at Indepen- 
dent consultancy Schema, 
believes a battle is looming 
between t&ecoms and media 
companies for the commer- 
cial opportunities presented 
by new converged telecoms 
and media services. 

“Content is likely to pro- 


duce better margins, so 
>ne>fHa companies will come 
out on top," says Mr Duke- 
Woolley. 

But Mr Wallace is not so 
sure. He says: “As with act- 
ors and actresses, the pay of 
content providers, such as 
programme makers, tends to 
be highl y differentiated with 
a high -paid few and a low- 
paid majority. The top 0.01 
per cent - like the makers of 
American programme ER 
— make millions and the rest 
are lucky if they are maki ng 
cost plus five per cent" 

Success factors for win- 
ning in the converged future 
are likely to be: the money 
to commission and purchase 
content (such as BSKyB and 
Hollywood studios), direct 
access to the customer and a 
strong enough brand name 
to stand out from the crowd. 
To this list Mr Wallace adds 
the ownership of valuable 
rights such as sports events. 

Large telcos have strong 
brand names and direct 
access to tbe customer. At 
present they do not tend to 
purchase content or rights 
(CWC gets a lot of its pro- 
grammes from Sky) but If 
they find they are good at 
television, there is nothing 
to stop them. 

Media companies have lots 
of experience of commission- 
ing and sometimes creating 
content. And some have 
strong brand names. But 
they do not always know 
who their customers are, 
and this makes it difficult to 
sell them new services when 
existing ones come under 
pressure. 

Telecoms companies of 
various sizes will be the 
clear winners from conver- 
gence. “There will some win- 
ners too among large me dia 
companies or telecoms-and- 
media combines," says Mr 
Duke Woolley. He does not 
think start-up telcos or 
media companies will have a 
chance, unless they have 
massive financial backing, 
because size is important in 
reaching the mass market. 


Fierce struggle 


Continued from Page 7 
ment has already gone to 
court to challenge another 
decision by the regulator, a 
stay on tbe payment of 
licence fees by several cell- 
phone operators which, until 
then, had not received inter- 
connect agreements from 
Videsh Sanchar Niga m, tbe 
state-run company with a 
monopoly on domestic 
long-distance and interna- 
tional caffs. 

“Both sides are fighting 
for their domain,” said 
Mahesh Uppal, a telecoms 
policy expert. 

The outcome of these 
court battles, analysts say, 
will be critical for the future 
of India's telecoms sector, 
which opened to private par- 
ticipation in 1992. While the 
launch of privately-run basic 
telephone services has been 
bogged down, 22 companies 
now run more than 40 cellu- 
lar networks in India, with 
two companies operating in 
each region. 

Almost without exception, 
th o u g h , these companies are 
struggling due to low usage 

and high licence fees. Direct 
competition with MTNL 
would further exacerbate 
their woes because the com- 
pany is the monopoly pro- 
vider of certain infrastruc- 
ture which all cellphone 
operators require. 

Cellular operators and 
analysts argue that a strong 
independent regulator is nec- 
essary to protect them from 
a powerful telecom bureau- 
cracy that cares little about 


their survival. Most feel that 
the regulator's interpreta- 
tion of its powers is correct 
and will be sustained in 
court. ‘Tf there is no protec- 
tion for investors against the 
arbitrary and capricious 
decisions of the DoT - which 
is both a competitor in the 
market and also setting the 
rules for the market, it’s an 
untenable situation," said a 
western diplomat monitoring 
telecoms policy. “My reading 
of the THAI Act of 1997 is 
that they have the power to 
do what they are doing." 

But the power straggle 
may expand to new fronts. 
In an attempt to preempt a 
court judgment in tbe regu- 
lator’s favour, DoT officials 
had been quietly pressing 
parliament to amend the 
TRAI act to specify that the 
regulator has no power 
when it comes to licensing: 

Justice S. S. Sodhi, the 
chairman of the regulatory 
authority, has Issued public 
statements warning that any 
steps to dilute the TRATs 
powers will discourage 
fixture investments in the 
telecoms sector -as well as 
other areas of the economy. 

But despite all tbe heat, 
some analysts believe gov- 
ernment resistance to regu- 
lation win eventually fade, 
after the court battle is 
resolved. Even Mr Sodhi is 
optimistic. “I look upon 
these as teething troubles 
which will be sorted out in 
the not-too-distant future," 
he said. Investors in India's 
telecoms sector hope so. 
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Why January deadline was significant 


On the surface nothing radical seems 
to have happened, but there is plenty 
going on behind the scenes 


J anuary 1 this year was 
designated by the Euro- 
pean Commission as the 
day that would mark the 
end of various restrictions in 
the region mi basic telecom- 
munications service provi- 
sion. In practice, countries 
such as Sweden and the UK 
had already jumped the lib- 
eralisation gun. while mem- 
ber states such as Greece 
had obtained consent to 
delay parts of the liberalisa- 
tion package. 

On the surface at least, 
nothing very radical seems 
to have tahjpn place as the 
year has unfolded, and it cer- 
tainly appears to be business 
as usual for the inmmlwit 
former monopoly operators. 
But appearances can be 

deceptive. 

In the first place, January 
1998 is only the c ulminati on 
of a process which began in 
1984. This has seen Euro- 
pean authorities first estab- 
lish legal authority in the 
telecoms sector and subse- 
quently ex t e nd the scope of 
their involvement to regula- 
tory matters and the estab- 
lishment of a framework for 
the opening-up of the sector 
to competition. 

This was followed by sub- 
stantial liberalisation of the 
mobile, data networking and 
value-added sectors of the 


market In tbe past 14 years 
the region’s telecoms Indus- 
try has been re-shaped. 

Second, while there may 
be a low level of awareness 
among the general public of 
what January l was sup- 
posed to represent, the story 
is very different in the busi- 
ness community. Last year, 
equipment vendor Alcatel 
commissioned a Europe-wide 
survey of business aware- 
ness of. and readiness to act 
on. the impending telecoms 
deregulation. 

“In most countries the per- 
centage of companies who 
said ‘Yes, we're ready to 
take a si gnifi cant share of 
our traffic to a new provider, 
providing it's good quality,’ 
is very high,” according to 
Jacques Dunogue, executive 
vice-president of Alcatel 
Telecom. “It’s beyond 90 per 
cent. We were very sur- 
prised." 

Some of tbe most aware 
and active users are actually 
other telecoms operators. 
“Tm encouraged that we’re 
seeing more and more price 
and quality competition on 
the high density bandwidth 
between the major markets 
such as Frankfurt Paris and 
London and so on," com- 
ments Jim Cosgrove, chief 
executive officer of AT&T- 
Unisource Communications 


Services, one of a new breed 
of data, voice and intranet 
service providers to the 
world’s leading corporations. 

"Our major multinational 
customers are demanding 
the best prices they can find 
in the world and they’re not 
very sympathetic to the cir- 
cumstance that one country 
is still a monopoly country 
and another is more liberal- 
ised.” 

A third consideration is 
that new market entrants 
have been busy constructing 
their alternate networks and 
systems in many locations, 
and are now poised to inter- 
connect with the existing 
national telecoms infrastruc- 
tures and start attacking tbe 
incumbent telcos* busi- 
nesses. 

So it really isn’t business 
as usual for the incumbent 
operators as the continuing 
legal wrangles over the 
terms and charges for inter- 
connect amply demonstrate. 

In general, the former 
monopolies rarely get a sym- 
pathetic hearing, but there is 
logic to the arguments of 
senior industry figures such 
as Dr Ron Sommer, chair- 
man of the board of Deut- 
sche Telekom, hi February, 
he told Telekom's annual 
Interna tional es Press© Kollo 
q ilium (IPS) in Hanover of 
his reluctance to spend bil- 
lions of D-Marks on further 
improving his network if one 
of the consequences was that 
his competitors would then 


be able to offer better ser- 
vices. Dr Sommer believes 
that liberalisation and 
deregulation should be about 
the proliferation of innova- 
tive solutions in tbe market- 
place, not about clipping a 
few pfeanigs off the price af 
a long-distance call 

“Licences for new provid- 
ers should be contingent on 
fulfillment of demanding 
performance standards. We 
have been unable to find 
acceptance for this position." 
Dr Sommer told the £PK. 
“Instead, a price war has 
been unleashed in which 
ever-increasing numbers of 
competitors are striving for 
the title of cheapest on the 
block.” 

As well as interconnect, 
other contentious Issues are 
telephone number portabil- 
ity, pre-selection and tbe 
establishment and empower- 
ment of national regulatory 
bodies. The possibility that 
each of the latter will oper- 
ate a slightly different 
regime could pose particular 
problems. 

The existence of slightly dif- 
ferent regulatory regimes 
seems Inevitable given the 
different philosophies 
already apparent In different 
national approaches to 
establishing competition. In 
this context, the UK pro- 
vides a marked contrast 
with Germany. 

The British approach has 
been to try and incentivise 
network-led competition. 


the success of this approach, 
and BT still overwhelmingly 
dominates overall national 
telecoms. However, this 
dominance is much less for 
international traffic, and 
there is evidence that in the 
City of London, say. BT may 
have less than half the busi- 
ness. 

“Competition is a lot 
healthier in the corporate 
sector," observes Kris Szani- 
awski, a senior consultant 
with Ovum. 

To date, the German 
authorities have pat empha- 
sis on re-sale of capacity and 
service on Telekom's net- 
work. “In the long term, it 
may be bad because it will 
then reinforce Deutsche 
Telekom's dominance of the 
network,” says Mr Szani- 
awskL "On the other hanij if 
you’re getting competition 
because the interconnect 
policy is so good, maybe you 
don’t need alternate net- 
works ” 

Right now it’s anyone’s 
guess how much business 
the former monopolies will 
forfeit, particularly with 
additional instability arising 
from the increased use of the 
Internet for telephony and 
the rise of the cellphone as 
an alternative to the wire- 
line telephone. It is clear 
though, that the incumbents 
won’t go down without a 
fight. 

“The cleverest among 
them will capitalise on their 


per,” according 
Holtz, vice-presidi 
keting at I s 
quartered data j 
equipment max 
RAD Data Commi 
“PTOs that 
clever and adaptr 
their dominant pc 
But it isn’t only 
monopoly PTOs 
paraphrase the 
curse, are going 
^ ^ interesting- 
farther liberalisal 
market will contr 
tance the inctnnl 
their traditional s 
“Older players ; 
it hard to keep th 
share," says Mr 
Parallel, with bo 
bent and incomi 
providers now n 
ested in profit anc 
technology, equip] 

ufacturers are hav 
®ore responsihiii 
development of t 
telecoms solutions 
“In terms of ii 
we have to take n 
risks,” says Mr Du 
Uus new world of 
non we also tend 
aiRger role in s 
standards." inter® 
ail round. 

^ outhor is seni 
°QV editor at GL 
Phony Magazine. 
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Open systems lure operators 


SrtwLSf 03 C0n l t0 ship (over the life of the syfr 

on-me-snell software — but many tern). “An external supplier 

observers believe the move in 2“^ **? * 800(1 under ’ 

A-i. - . . . 7 . U1 standing of features in use 

meir direction IS inevitable to other parts of the world" 

5* ?*?P. 3 competitive price to be more 

f ,' tn the for their work. “If I wanted involved in the process of 
Until rSw SSHHL ^charge EiOm for a billing setting standard l^the 
tSted SESfiJ? 8 ® S5 ? em ’ I wouldn't be able to new modular software archi- 
STto^Sf^ ebe6n ^ it." says Mr Owen. But if tertures the industry is mov- 

proprietary^ provid - towards. So a telco buy- 

Sfrt ««« * 1118 6 S7Stem mterna3} y to “g software from a good 

^Z° ’^ D ® ut no *> Telecoms an industry giant like BT. external supplier should be 
33“? If* stait £5 t0 France Telecom or Deutsche able to find other software 
?^^hL!S' h0US w*^ >ft T ar , e Telekom, I'd get the fund- that works with it. 

P ’ off ' the ' shelf “S*" Buying off-the-shelf soft- 

1 Tr, M M . Mr Owen, who used to ware is not without its pit- 

^severa! rrasons work in the semiconductor falls, however. “You can lose 

wny, according to indepen- industry, believes the tele- control of your own destiny 

^nt telecoms consultant corns industry will go the unless you make a deal' to 

,T he .. fIrst ** same way- He says: “Ten gain access to the supplier's 

tnat off-the-shelf software is years ago, US drip compa- source code and perhaps its 

i Gcause researc h nies like Texas Instruments engineers," says Mr Owen, 
aev 7°P roent costs can and Motorola had their own “You may also find it diffi- 
be spread over a number of computer-aided design cult to get bold of IT 

cn 5? mers - J „ systems. Today, they all use resources when you need 

says Owen external products like them in a resource-hungry 
the R&D investment tele- Cadence and Mentor Graph- world. Another issue is how 
corns companies (telcos) ies, which are sold world- a telco u s in g the same soft- 
must make in research and wide." ware as others dTffinrpntiatf p 

development is huge. So Alan Norman, marketing itself. Finally, there is a 
they have to decide whether communications manag er at potential risk of something 
to go for a leading-edge prod- telecoms equipment maker going wrong in the process 
uct or something more basic, and engineering company of transferring from wrist-jpg 
But if they do decide to go Siemens, says the move proprietary systems to off- 
for the expensive option, towards open systems in the-shelf systems." 


for the expensive option, towards open systems in 
how do they amortise the telecoms today is like the Yet Mr Owen thinks all 
R&D costs over one cheat changes that took place in these problems can be 
- themselves?” the computer industry in the addressed. He says it is often 

The second reason for the 1980s. a good idea that dtfferenti- 

trend towards off-the-shelf Off-the-shelf systems have ates a telecoms operator 
software is that in-house IT a number of benefits in addi- rather than the underlying 
departments do not always tion to a lower cost of owner- technology. For example, it 


Is the Idea of introducing a 
“Friends and Family" tariff 
that wins business rather 
than just having a hilling 
system that can support it 

Mr Owen believes migra- 
tion problems can be solved 
too - by running new and 
old systems In parallel for a 
month to make sure there 
are no glitches, then trans- 
ferring to the new system 
and gradually refining it 

At present, the newer tele- 
coms companies are most 
enthusiastic about buying 
third-party software. But 
established telcos are experi- 
menting with off-the-shelf 
software for their newer ser- 
vices or for start-up compa- 
nies in which they have 
stakes. Nick Williams, senior 
partner in the telecoms prac- 
tice at Deloitte & Touche 
Consulting, says many telcos 
around the world are consid- 
ering replacing proprietary 
financial systems with third- 
party enterprise software 
from SAP, Peoplesoft, Baan 
or Oracle. 

These systems cost mil- 
lions but sit on plat- 
forms and can be integrated 
with data -warehouse and 
reporting software to pro- 
vide details on churn (turn- 
over of customers), failure 
rates and so on. 

Other systems being 
bought from third parties 
include anti-fraud products, 
software for p re-paid ser- 


vices, mobile short m es s a g e 
services (something similar 
to alpha-numeric paging) 
and home-location. 

The open systems trend is 
also starting to affect tele- 
coms equipment suppliers 
whose products are often 
proprietary and incompati- 
ble with those of rivals. In 
the US, AT&T is believed to 
be using low-cost personal 
computer-based equipment 
from Arhtoet for its World- 
Net (low-cost international 

call) services in Japan and 
South America. 

Arto metis telecoms switch, 
based on standard Power PC 
chips, Unix operating soft- 
ware and Dialogic's com- 
puter telephony boards, can 
handle tandem and multi- 
node switching. 

Alex Mashinksy of New 
York-based Arhinet, believes 
Arblnet and Dialogic are 
going to do to the large 
switch vendors what Micro- 
soft and Intel did to the 
mainframp vendors. By the 
year 2005, predicts Mr Mash- 
inksy. 80 per cent of calls 
will be on open platforms 
from Cisco, Arbinet and oth- 
ers. 

Will the trend towards 
open systems continue? 
“There will be a rearguard 
action from IT managers in 
large telcos trying to protect 
their own jobs," says Mr 
Owen. “But I cant see any 
other way forward." 


BILLING SYSTEMS V By Jofa ? V. v . — 

Key weapon in fight 
for market share 


Convergent billing and hot billing are 
two of the advances to help operators 
solve problems - and boost revenue 

B illing systems axe separate from bills) has 
becoming a key helped the company win 
weauon in the flaht business. 
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Network priorities have changed 


B illing systems axe 
becoming a key 
weapon in the fight 
for market share. But what 
do they need to be effective? 
Fraud-and-debt control, flexi- 
bility and the ability to han- 
dle large volumes of custom- 
ers. according to Hubert 
Tardieu, head of telecoms 
strategy at computer ser- 
vices company Serna. 

“Billing is a hot issue 
because of the level of fraud 
and debt in the mobile 
phone industry," says Mr 
Tardieu. “This is currently 
running at 5 to 10 per cent of 
revenues. 

“Operators need billing 
systems which can help 
them keep these problems to 
a minimum. A good billing 
system will stop users from 

malring ralfo when their hills 

are overdue. Instead, when 
they try to call, they will get 
through to a customer ser- 
vice representative who asks 
for their credit card num- 
ber." 

Flexible billing is needed 
by both fixed-line and mobile 
operators so they can intro- 
duce new tariffs quickly or 
respond to those of competi- 
tors. “Pricing and pricing 
formulas are changing more 
quickly," says Mr Tardieu. 


In addition, the volume of 
subscribers a bitting system 
can support is becoming 
important “Until recently, 
mobile operators had 100,000 
to 200,000 subscribers," says 
Mr Tardieu. “Many are now 
passing the half-million 
mark and will reach one or 
two million this year." 

Other developments in 
billing include convergent 
hilling, “hot billing”, pre- 
paid cards and customer 
care. 

Convergent billing is 
where a single bill is pro- 
vided for two or more ser- 
vices. Customers of Enertel 
in Holland will receive a sin- 
gle bill for fixed telephony 
and mobile services if the 
company's bid for a GSM 
licence is successful 

A flexible billing system 
will enable cross-marketing 
offers to be made. 

“A telco could offer a dis- 
count on mobile use to a cus- 
tomer who spends over £100 
on fixed-phone calls," says 
Martin Morgan. European 
marketing manager of US- 
based billing company Sav- 
Qe. 


to control the use of pre-paid 
Global System for Mobile 
(GSM) cards. Sana is work- 
ing with Ericsson on a sys- 
tem to cut off callers with 
pre-paid cards when their 
number of units runs out. 
Wider use of pre-paid ser- 
vices will help reduce bad 
debt 

Billing systems are set for 
rapid growth. New operators 
moving into the market post- 
liberalisation need billing 
systems. And 50 per cent of 
telecoms operators will 
replace their existing 
systems within five years, 
according to billing special- 
ists Chorleywood Consul- 
tants. 

Chorleywood estimates 
that the market for customer 
care and billing systems for 
fixed and mobile telephony 
will grow from $18.173bn 
worldwide in 1998 to 
$23-927bn by the year 2000. 

This is good business for 
billing systems suppliers 
such as LHS, Kenan, Serna, 
American Management 
Systems (AMS), Savflle and 
Kingston-SCL. Systems inte- 
grators such as EDS, Cap 
Gemini and Anderson Con- 
sulting also get involved in 
billing systems projects. 

Three developments which 
will gafri in importance in 
billing are systems to man- 
age churn, the Internet and 
customer care. 

Comcast Cellular Commu- 


Cellular operators Sl0ane 8X16 other todns_ 

i .. K , try observes argue that geo- 

nave switcnea graphic coverage can no lon- 
their focus from ® er 50 nsed by operators to 

differentiate themselves sig- 
lO canon LO nlficantly from their compet- 

capadty in their ^re- 

Instead, they are going 
drive tO s a in back through their net- 

market share works, usually in their most 

popular urban markets, 

T here is an old mantra installing more capacity 
in Europe's mobile often through the use of 
communications innovative mlcrocellular 
industry that an operator technology. 


needs three things to suc- 
ceed : coverage, .coverage and 


By increasing capacity and 
fitting in gaps in areas where 


coverage. . However, the type their networks are already 
■of network coverage that, cel- present, ceUular., operators 


lular operators must provide 
their customers is changing. 

Historically, cellular oper- 
ators have driven towards 
-providing a network that 


can gain competitive advan- 
tage in two ways. 

Firstly, they cut the num- 
ber of dropped calls and let 
customers make calls where 



-■ "| quickly," says Mr Tardieu. Saville, which supplies Comcast Cellular Commu- 

L er%'%‘ TjT% /"y jr\ f~\ Moreover, telecoms compa- Enertel, is currently putting nicatkms of the US is, for 

\f fr”" III g * 1 I I yJ I J Dies (telcos) are increasingly in a system for EnergyOne example, testing products 

VAlVAXi.WVM. relying- on value-added ser- in Philadelphia which will from Cindnnatti Bell which 

vices to generate extra reve- send out one utilities bill for promise to detect (from 

ment director of Mobile ubiquity and quality of cov- nue and they need to be able gas, water and telecoms. usage patterns) when a cus- 

Systems International (MSI), erage for granted. to bfll for these. Mr Morgan believes cod- tomer is about to stop using 

the UK consultancy which Such systems will allow Corporate customers are vergent billing is going to its services. 


erage for granted. 

Such systems will allow 


as. water and telecoms. usage patterns) when a cus- 
Mr Morgan believes con- tomer is about to stop using 


advises cellular operators cellular operators to offer also starting to demand bills 
around the world on net- even higher bandwidth-type that reflect the way they are 


around the world on net- even higher bs 
work roD-out services and bring them fur- 

This has been a hugely ther into competition with 
contentious point in Italy fixed networks, 
leading to court action The type of si 
between Telecom Italia aged in ceUnhu 
Mobile (TIM) and newcomer eration indue 


also starting to demand bills become more important as 
that reflect the way they are telecoms and media compa- 
organised. Businesses may nies con v erge, with custom- 
want to be billed at the ers wanting a single bill for, 


Mr Tardieu believes that 
in future customers will 
increasingly use the Internet 
to buy services or change 


The type of services envis- branch LeveL but they may 
aged in cellular's third gen- still want a company-wide 


regional level or at the say, television, phone and tariff packages. He says: 


Internet access. 

So-called hot b illing (or 


“They will be able to find 
out more about their cus- 


Omnitel, which is in fact the Internet access and video 


eration include enhanced discount to apply. “Telcos real-time billing) is another tomers and target services 


country's second, not third, 
cellular operator but for var- 


services, which will he 
offered alongside, or mixed 


cannot know in advance 
exactly bow their customers 
will want to be billed, so 


hot topic in billing systems. 
“With hot billing you can get 
a bill straight away if you go 


ions reasons is allowed ini- together with, existing ser- they need a system that can to Paris and rent a mobile 


tially to offer its service over vices. 


more precisely." 

Customer care will also be 
linke d more closely with bill- 
ing. “We have not seen the 


the TIM network. 


How operators implement 


adapt," comments Mr Tar- phone for the day," says Mr frill capabilities of customer 


Tardieu. “Or you can phone 


Governments in a number such services will be a big Bob Hughes, head of bill- up your UK supplier and 


of countries including 
Ireland, Netherlands. Lux- 


test. “They will have to do ing programmes at UK tele- change to a different tariff, 


care in action," says Mr Tar- 
dieu. 

“Often, the invoice is the 


what they are not doing corns company Energis. or get overseas coverage only channel of communica- 


embourg and Switzerland now. They will have to be believes that being able to added instantly before going tion between the operator 


will serve 9045 per cent of previously it was not possi- e-ma3 and internet access 
national population, a target ble, for example in lifts, 

that most longer-estabbshed underground stations and tore which see their prices 
operators have now met. buildings not already cov- being gradually eroded as 
Failure to provide cover- ered. cellular phones become 

Secondly, the extra capao- increasingly a consumer 
ity enables them to boost the product 


age up to this kind of level 
can he disastrous in market- 
ing terms as UK cellular 
operator One- 2 -One found 
out when its 1993 launch 


The Mo toro la MAP phone ing licences that will allow 

provides voice, data, newcomers to pay to access 

e-mail and Internet access their older rivals' networks. 

This will allow them to offer 
tore which see their prices a comparable service from 
being gradually eroded as launch rather than having to 
cellular phones become spend years matching their 


are In the process of award- more application rather than hill companies in the way abroad.* 


and his customer. But in 


technology focused,' 


they want to be hilled (for Hot hilling can also be principle users do not mind 


Mr Sloan. “That’s quite a example, by branch or with used in conjunction with 


challenge." 


management information intelligent network services 


if the person handling their 
bill does some marketing.” 


range of services on offer. 


Some cellular operators. 


rivals. 

“Governments have to 
seek a balance." says Mr 


Operators are proposing to however, are facing a differ- Rhodes. “Will new oompeti- 


expand their services from ent challenge in bow they 


cov e red only London and the merely voice communication deploy their networks. These 


tors come into the market at 
all if they have to start from 


south-east of En gland, equiv- to include a range of broader are the newest operators, the scratch? The alternative is to 
alent to only 25 per cent of bandwidth services such as third or even fourth compa- give the newcomers' radio 


the country's population. 

Although most customers 
tend to use their phones in a 
limit ed area around their 
work and home, they enjoy 


data, fax, electronic mail and 
same form of limited inter- 


net access. By offering such market where 10-20 per cent 
services, cellular operators of the population are already 


work and home, they enjoy could squeeze more revenue cellular phone owners, 
the perception of having out of their existing custom- Governments must give a 
national coverage. One-2-One ers who, almost unani- leg-up to such new players 
has since altered its strategy inonsly, currently use their or they will not commit to 


nies licensed by European frequencies to existing oper- 
governments, that enter a ators.” 
arket where 10-20 per cent The compromise appears 
the population are already to be to set a time limit on 
(Bular phone owners. how long roaming arrange- 

Govemments must give a merits can last for a new- 
g-up to such new players comer - generally about two 


to three years -before they 


and now has- comparable cellular phones < 
coverage to its three rivals making phone calls 
in the UK market. In addition, such i 

However, now the priority C cation will put 
has changed, according to operators in a poi 
Jim Sloane, head of Deloitte compete head-on w 
Consulting’s telecommunica- network operators as, is 
tions practice. “The issue is widely predicted, the two 
not coverage, it is capacity," previously separate markets 


cellular phones only for entering the market and have to switch over to their 
Tpairing phone calls. drive down prices by lntrod- own networks. 


In addition, such a diversi- udng more competition. The 
fication will put cellular solution found by many 


operators in a position to countries is to allow them to 
compete head-on with fixed piggyback on the networks 


udng more competition. The All operators, both new 
solution found by many and incumbent, also face an 
countries is to allow them to even bigger challenge loom- 


of the existing operators. 

“It's big issue is the extent 
to whibh new cellular opera- 


ing before them in bow they 
provide what is described as 
“third generation" cellular 
networks, also known as 


he says. “The objective now converge over the next few 
is to back-fill those areas years, 
where there is a need for It will also provide a new 
density of coverage.” source of revenue far opera- 


cmverge over the next few tors should be allowed to UMTS (Universal Mobile 
years. roam onto incumbent opera- Telecommunications Sys- 

It will provide a new tors’ networks,” says Terry tem). Third generation 
source of revenue for opera- Rhodes, business develop- systems will have to take 




Hearn. 




A great deal of optimism 


Aii Champions Have 
Winning ^\ 5 yys. 


Many suppliers are coping quite 
well wititi the challenges of rapidly 
fallin g prices and margins 


I t is generally agreed that 

telecommunications 

deregulation has 
appeared to be very good 
news. It has meant more and 
more competition, with extra 
operators entering the mar- 
ket place and a subsequent 
downward pressure an tariff 
prices. 

But while this has been 
excellent news for the 
domestic consumer, it has 
meant that suppliers have 
had to fees some of the con- 
sequences. The scenario has 
to be written into budgets 
not just for this year, but 
well into the fixture. So how 
are they cqping? Large-scale 
cutbacks? Slashed research 
and development budgets? 

Surprisingly, there is a 
great deal of optimism, ana 
many suppliers are meeting 
the challenge. Plans have to 
be rescheduled, and thereis 
anxiety, but that is all part 
of any business- 
Nick Du Feu, a director of 
Newbridge Network, winch 
has BT and Energis araong 
its clients, knows what it 
m ep us to be at the sharp 


end. “Starting with a turn- 
over of £120m in 1996, we 
have had to cope with a 4-5 
per cent price drop year on 
year. 

"We have been able to 
meet this by taking a hard 
look at our product and 
delivering a cheaper way 
with the same capability, 
and because technology has 
been advancing so fast 

“It has meant a resp inning 
of our products. For exam- 
ple, perhaps something 
which once we would get 
into a space of say six inches 
square, we can now get into 
an area of two inches 
square.” , . 

Mark Attan of Deloitte 
Consultancies, whose clients 
include several telecoms 
companies, said that one 
way the suppliers were cop- 
ing with the downward price 
spiral was by restructuring 
contracts with operators, 
which meant there was a 
greater cash risk for them. 

It could also mean that a 
large contract could have 
more problems concerning 
cash flow than had previ- 


ously been the norm. 

He thought there would be 
some casualties but be was 
generally upbeat about the 
future. Despite today's prob- 
lems. he thought there was 
going to be more than 
enough to go round, and 
smaller price margins might 
not necessarily mean 
smaller profits. 

“We have managed to 
restr u c ture our production, 
without changing our level 
Of functionality. 

“We see this 5 per cent 
downward spiral continuing 
certainly this year, and we 
have accepted it for the next 
few years." he said. It was 
possible that some “consoli- 
dation” would take place 
among the suppliers as these 
conditions continued. 

However, the prospect of 
cut-hacks and redundancies 
does not appear to be wide- 


Bobert Spaulding of Nortel 
said he thought there was 
likely to be - sufficient expan- 
sion In the future to offset 
any kind of problems due to 
price pressure. “We produce 
five different types of net- 
works, and yes, we have to 
admit there is price pres- 
sure, but the continuing rev- 
olution in the telecommuni- 


cations industry means we 
can be very optimistic about 
the future. By the year 2,000. 
we aim to have 2,000 net- 
works in place.” 

Nortel’s approach to pres- 
ent difficulties was similar 
to Newbridge’s “only I 
wouldn’t call it product 
restructuring - 1 much pre- 
fer to use the phrase product 
improvement What we will 
be giving is more space for 
your bodes." 

Mr Spaulding cited the 
mobile phone industry 
where there had been a phe- 
nomenal 50 per cent growth. 

“Can we really be pessimis- 
tic dealing with something 
like that? 

“Our company does not 
feel that we are anywhere 

near hitting anything like 

the panic button - in fact, 
cut-backs, redundancies etc 
could not be further from 
our thoughts. 

“If anything, we are going 
in the opposite direction. For 
example. In Montreal we 
recently recruited nearly 
5,000 people. This all hears | 
out the feelings that I have 1 


How do you get into the 
winner’s circle? 

Excellent Breeding. Be/1 Sygma 
International is pare of the BCE group 
of companies including such champions 
as Nortel, Bd 
Bell Mobility 
andTele-DtrecL 
Weprowfly 
cany die BCE pennant to signify the 


strength of the BCE team of champions. 
Winning Ways. As » wholly-owned 
subsidiary of Bell Canada, we have been 


between customers and telcos for 
more than 30 years. We helped 
make Bell Canada the $US.6.4 bilion 
success it is today -even In a 


deregulated, 
competitive 
market. 

Performance. We're recocted as a 
premier developer and deliverer of 
management and operations solutions for 
telecommunications service providers 
around the world. We Ye helping telcos 
lake advantage of the unique intellectual 
and technological resources of Bell 
Canada and Bell Sygma International 
Versatility. Whether you're a new or 

existmgtEltowehavethe£3q>ertiteto 
tailor our consulting process- planning 
and project marc^ement services to sufc 
yoor specific 
operation 
and market. 
Competitive Drive. Deregulation. 


Competition. Demandfng customer base. 
Rapid technological advances. We help 
telcos cum obstacles into opportunities. 
First Place 
Finish. Partner 
with Bel] Sygma 
and get into the 
winner's drde. 

for further mfotmafai cak 
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The feel-good factor Is 
strongly in evidence here, 
and there is no sign of it 
disappearing just yet. 
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ISON V By Geoff Naim 


Frustrated Internet users switch 


FINANCIAL TIMES TUESDAY MARCHH 1« 

jh-speed links 


Telephone companies have long been 
looking for a ‘killer application' to 
make ISDN a commercial success. 
Internet access looks promising 


A fter a decade waiting 
in the wings. ISDN 
has finally emerged as 
a mainstream technology for 
linking computers and net- 
works. thanks to greater 
availability, lower costs and, 
most recently, keen interest 
from Internet users. 

Telephone companies built 
the first Integrated Services 
Digital Networks in the late 
1980s when computers had 
primitive communications 
and the Internet was a well- 
kept secret Since then, com- 
puters have become a lot 
better connected, both inside 
offices, via local area net- 
works (Lans), and exter- 
nally. 

The original ISDN applica- 
tions - security back-up and 
overflow capacity for leased 
lines - are giving way to 
new ones including Internet 


SHD CASE STUDY 


access, remote Lac connec- 
tion for teleworkers and 
branch offices, videoconfer- 
encing and Lan to Lan inter- 
connection. For these appli- 
cations. ISDN's biggest 
advantage is that it offers 
clearer connections and data 
speeds up to four times fas- 
ter than the “plain ordinary 
telephone system” or “Pots", 
while call charges are typi- 
cally the same. This explains 
ISDN's current popularity 
with Internet users frus- 
trated by the slow speeds 
and unreliability of their 
Pots connection. 

Telephone companies have 
long been looking for a 
“killer application" to make 
ISDN a commercial success 
and Internet access looks a 
promising candidate. 

France Telecom was an 
early enthusiast of ISDN and 


after a slow start, its service, 
branded Numeris, is growing 
in popularity. At the end of 
1397, the French operator 
had installed more than 25m 
Numeris "channels” with 
the number of channels 
growing at 75 per cent a 
year. 

ISDN has traditionally 
been popular in niche busi- 
ness applications - the print- 
ing industry uses ISDN 
widely to transfer large files 
-but France Telecom says 
the fast-growing Internet 
access market has helped 
bring its Numeris service to 
a much broader range of cus- 
tomers, including residential 
users who traditionally had 
little need for ISDN. 

To stimulate this new mar- 
ket, the French carrier 
recently Introduced special 
tariffs for Internet surfers 
who use Numeris. For a 
monthly subscription of 
FFr45, Numeris users get a 
35 per cent discount on 
Internet calls made during 
the day. A similar plan, cost- 


ing just FFrlQ a month, 
gives dedicated surfers a 40 
per cent discount but their 
calls must be made after 
10pm. France Telecom has 
also partnered with Micro- 
soft to jointly promote 
Numeris. The Windows 98 
and Windows NT 5 operating 
systems wQl include compo- 
nents to make it easier for 
French PC users to connect 
to Numeris. 

ISDN users frequently 
complain of problems in con- 
figuring their computers and 
other hardware to work reli- 
ably with ISDN networks. 

Germany's Deutsche Tele- 
kom has also introduced 
rebates to promote its ISDN 
service, Europe's largest and 
oldest. Bosch Telecom, a 
leading German supplier of 
ISDN equipment, recently 
set up in the UK with high 
hopes of repeating the suc- 
cess achieved in its home 
market. However, the UK 
market has not lived up to 
the expectations of Bosch 
and other ISDN equipment 
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suppliers who complain that 
BT. the dominant UK car- 
rier, charges too much for its 
ISDN service. 

“I am sitting in the most 
competitive telecoms market 
in Europe but I cannot use 
ISDN because it is too expen 
sive.” says Martin Wieg- 
mann. a UK-based manager 
with Bosch Telecom. France 
Telecom charges FFr675 
(ahout £67.50) to install a 
Numeris line and the 
monthly rental is FFr174 
(£17.40). BT’s traditional 
ISDN plan comprises a con- 
nection charge of £400 with a 
monthly rental of £29. 


Because of frequent criti- 
cism of its high connection 
charge. 1996 BT introduced 
several new ISDN tariffs in 
1996. These offer lower con- 
nection charges - the cheap- 
est is £199 - and an allow- 
ance of "free" calls in return 
for correspondingly higher 
rentals. 

Mark Bullock. BT manager 
for ISDN products, says BT 
cannot offer the same level 
of ISDN discounts as Its con- 
tinental European counter- 
parts because it is obliged by 
the UK's regulatory environ- 
ment to recover the full eco- 
nomic cost of installing 
ISDN. “In these other coun- 
tries. the carriers are cross- 
subsidising.” he claims. 
"Their installation and 
rental charges are much 
cheaper but their (time- 
based! call charges are much 
higher." he claims. 

BT also fears that if it low- 
ers its installation charge, 
users may come to BT for 
the ISDN connection only to 
pass all their ISDN calls 


through one of BTs rompeti 
tors. According to Mr Bull- 
ock this has already hap- 
pened as BT has a 96 per 
cent share of the ISDN lines 
installed in the UK Mg* 
less than SO per cent of lbDJN 
call traffic. 

ISDN cards for PCs. like 
much ISDN equipment used 
to be expensive and such 1 

from incompatibility prob- 
lems. while ISDN networks 
were limited to the biggest 
cities in a few' countries. But 
in the past four years avail- 
ability has improved, techni- 
cal standards have con- 
verged and prices have 
dropped. 

According to the Gartner 
Group consultancy, ISDN is 
today widely available in 
Europe - the US has been 
surprisingly slow to embrace 
it -and as fixed costs and 
usage charges continue to 
fall steadily, a new genera: 
tipn of applications is emerg- 
ing that will increase ISDN 
usage dramatically. 

One such application is 


“remote access", in which 
teleworkers and workers in 
small offices can connect to 
their head office networks 
using an ISDN link and a 
device called a router. Once 
connected, they enjoy the 
same high-speed access as 
their head office colleagues. 

France Telecom says 
nearly a quarter of its ISDN 
lines are now used for link- 
ing remote offices or tele- 
workers into corporate net- 
works. However, the Gartner 
Group cautions that the 
demand for bandwidth from 
these remote users is grow- 
ing fast and will soon sur- 
pass that available with an 
ISDN Basic Bate connection 
- 128 kilobits a second. 

This same problem could 
soon hit the Internet market 
Nascent technologies such 
as cable modems and asym- 
metrical digital subscriber 
line (ASDL) promise to bring 
Internet access at higher 
speeds and the, window of 
opportunity for ISDN is dos- 
ing fast 


SPT Telecom 


Czechs have invested heavily 


The Czech Republic is 
building what it hopes will 
become the most advanced 
and reliable 
telecommunications 
network in eastern Europe, 
employing synchronous 
digital hierarchy (SDH) 
technology. 

SPT Telecom, the national 
telecoms operator of the 
Czech Republic, was 
convinced of the benefits of 
SDH and has invested very 
heavily in it in its drive to 
become recognised as 
having the best network in 
the region. 

Privatised in 1993, SPT 
has formed a partnership 
with the Dutch and Swiss 
national operators. They 
hold about 27 per cent of 
the shares in SPT and 
contribute to its 

mnTin g nompnt team as Well 

as providing technological 
expertise. 

They have helped SPT to 
lamch an ambitious 
modernisation programme 
which is claimed to be 
building the biggest and 
best SDH network in the 
region. 

When it was privatised, 
SPT had an old and entirely 
analog network, so it was 
able to leapfrog the first 


generation of digital 
technology and go straight 
to the second. “We had in 
fact to build a completely 
new network using digital 
technology," says Petr 
Nemec, SPT’s director of 
planning and strategy. 

He says it was easy to 
decide on SDH rather than 
its main digital rival, the 
older PDH 

CPlesio synchronous Digital 
Hierarchy) system. 

PDH lacks the some of the 
re-configurability features 
of SDH that can make 
network management much 
easier and enable SDH to 
cope better with a 
fast-rising volume of traffic. 
The Czech company decided 
to move wholly to SDH 
from the start of its 
renovation programme. 

The project began with 
installing SDH in the 
network backbone and has 
now moved on to adopting 
it for network management 
and fault location. This is 
where the biggest benefits 
will come from, says Mr 
Nemec. 

“Not only will it be a big 
cost-saving bnt it will give 
us a much more reliable 
network,” he says. 

SPT inherited some big 


problems from the old 
state-run network, with its 
poorly maintained copper 
cables and in consequence 
poor quality lines and very 
frequent breakdowns. There 
was a queue of 800.000 
people waiting to have a 
phone installed. 

The waiting list is now 
down to 400,000 and the 
gove rnment’s target is for 
SPT to complete the 
network and eliminate the 
waiting list altogether by 
the year 2000. The network 
supported 1 . 6 m lines in 
1993. By the end of this 
year it should rise to 3.8m 
lines and by 2000 to about 
4.5m. 

Mr Nemec says they will 
be able to achieve these 
aims because SDH makes it 
much easier to deploy the 
new network quickly and it 
becomes operational almost 
immediately. 

The national network 
backbone will be 90 per 
cent complete by the end of 
this year and SDH will 
begin to be installed in 
regional and sub-regional 
networks and possibly also 
In parts of the local access 
system. 

The final design of the 
network will be determined 


largely by its largest 
customers, the government 
departments, banks and 
multinational companies 
based in Prague arid Brno, 
which are keen to get new 
broadband and Internet 
se rvice s. 

SPT has invested about 
K£30bn a year for the past 
three years hi con str u c ti n g 
the core of the new 
network, of which SDH 
technology makes up about 
a sixth. The SDH systems 
have been supplied by GPT 
Of the UK and Lucent 
Technologies of the OS. 
About 80 per cent has come 
from GPT, the telecoms 
e qui pme nt manufacturer 
formerly known as GEC 
Plessey Telecom, in which 
Hie German engineering 
congolomerate Siemens is a 
shareholder, while the rest 
is supplied by Lucent, 
formerly a part of AT&T. 

SPT is now p lanning the 
next phase of the 
development and intends to 
make a further commitment 
to installing SDH in the rest 
of the network over the 
next two to three years. 
Stefan Kindt, European 
regional business director 
for GPT, says the Czech 
network could become the 


regional telecoms hub and 
the principal gateway 
between western and 
eastern Europe. 

The Czech Republic has 
been more heavily 
committed to SDH than 
other east European 
countries, with the possible 
exception of Hungary. 

Poland, although a much 
bigger cou ntr y, has so far 
invested less in 
modernising its network 
with SDH than the Czech 
Republic. However, 
industrial change is taking 
place rapidly there and 
investment in the 
infrastructure is likely to 
increase substantially in 
the near future. 

Hungary began to move 
to SDH eariiqr than the 
Czech Republic and has put 
a lot of investment into its 
network. It has support 
from Deutsche Telekom, 
which took a stake in its 
business. 

But fiie Czechs believe 
they are at present ahead of 
the others in developing 
their network and can win 
the race. The outcome 
should become clear in the 
next year or two. 



A soph i st i c a te d cafi centre art Ireland’s Telecom Breann, based on Ericsson Network tntefflgence 
technology. Telecoms operators are increasingly using new technologies to improve customer service 
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Competition has 
improved quality 


In the liberalised environment the 
main conflict will be centred on 
prices, but the quality of services 
may be almost as important 


George Black [ J . ^ 
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Tailor-made for die digital age 


SDH networks are aimed mainly at 
large businesses with mission-critical 
applications. But the technology will 
eventually become cost-effective for 
small and medium-sized enterprises 


S ynchronous digital 
hierarchy (SDH) is the 
unwieldy acronym 
behind some of the most 
ambitions developments in 
today's telecoms industry, 
with operators old and new 
turning to SDH technology 
to handle dramatic growth 
in network traffic and offer 
new data services. 

SDH is a set of standards 
for the digital transmission 
of high-bandwidth traffic 
over optical fibre and it has 
already largely supplanted 
an older technology, called 
plesiochronous digital hier- 
archy (PDH), in the “back- 
bone” networks of most net- 
work operators. 

According to Ovum, the 
UK consultancy. PDH net- 
works are more difficult to 
manage and are relatively 
inflexible, making them 
unsuitable for the provision 
of increasingly sophisticated 
services. SDH - known as 
Sonet in North Amer- 
ica - overcomes the draw- 
backs of PDH and while 
more costly than PDH it is 
rapidly becoming the net- 
work transmission technol- 
ogy of choice for both estab- 
lished and new operators 
competing In liberalised 
markets. 

“The move from PDH to 
full SDH deployment is inev- 
itable,’' says Barry Flanigan, 
an Ovum consultant, in a 
recent report on SDH. “It 
can be put off by a telco 
{telecoms company! but not 
avoided. SDH is essential to 
gaining competitive advan- 
tage.” 

British carrier Cable & 
Wireless Communications 
recently announced plans to 
spend £400m on a national 
optical fibre backbone based 
on SDH technology. North- 
ern Telecom (Nortel), the 
Canadian manufact urer, will 
supply SDH equipment to 
CWC and share some of the 




Graham WaBacac ’Network 2000 
will put us hi a leading position* 

cost burden. A team of 240 
engineers, drawn from both 
companies, will build the 
network over the next three 
years. 

CWC was farmed from the 
merger of Mercury, the origi- 
nal competitor to BT in the 
UK market and several local 
cable operators. When Mer- 
cury started operations in 
the 1980s. it constructed an 
all-fibre digital network that 
was the envy of BT. How- 
ever, the Mercury network is 
now showing its age and so 
CWC has embarked on its 
ambitious SDH expansion 
plan, called Network 2000, in 
a bid to restore its technolog- 
ical leadership in the highly 
competitive UK telecoms 
market. 

“Network 2000 will put us 
in a leading position to sup- 
ply advanced services to 
major corporate customers 
and telecommunications 
operators in the most cost-ef- 
fective way.” says Graham 
Wallace, chief executive of 
CWC. 

Data traffic is the fastest- 
growing part of the telecoms 
market and SDH offers net- 
work operators the flexibil- 
ity to carry different types of 
data traffic at high speed 
over a fibre optic backbone. 


Racal T ele co m is upgrading its network, based on 5,700km of fibre 
naming alongside the nation’s raSways, to offer ATM over SDH 


The older PDH technology is 
not so good at handling data 
channels of varying sizes 
because it was designed pri- 
marily for carrying voice 
traffic nsing fixed-size chan- 
nels. 

“Nobody that is develop- 
ing a network these days 
would consider using PDH.” 
says Alistair Henderson, 
head of technology at Bner- 
gis, one of the new entrants 
in the UK telecoms market 
The company claims to be 
the only UK carrier with a 
network based exclusively 
on SDH technology, again 
supplied by Nortel. 

In Mr Henderson’s view, 
this gives Energis an advan- 
tage over carriers that have 
implemented SDH piecemeal 
on stretches of their network 
carrying the heaviest traffic 
- the approach traditionally 
taken by large established 
carriers. 

“If you mix the old with 
the new, you do not get the 
benefits of end-to-end traffic 
control or the flexibility." he 
says. 

The network management 
capabilities of SDH enable 
end-to-end monitoring so 
that failures hi the fibre 
optic link are detected imme- 
diately. This is of increasing 


importance as operators seek 
to push the data carrying 
capacity of fibre ever higher. 

Each cable in the Energis 
backbone consists of a bvm- 
.dle of 12 fibres and each 
fibre carries 2.5 gigabits a 
second. Nortel win this year 
upgrade its SDH technology 
and push the bandwidth to 
10 gigabits a second. 

Network operators have to 
plan for the nightmare sce- 
nario in which a road digger 
severs one of these backbone 
links and takes out a princi- 
pal artery of their communi- 
cations network. 

SDH makes this task 
easier with a concept known 
as "self-healing rings” which 
allows the network to auto- 
matically reconfigure itself 
so that traffic is rerouted 
away from the faulty link. 
This translates into less dis- 
ruption to services and a 
reduced management and 
maintenance burden for the 
operators. 

“SDH can reduce the num- 
ber of people needed to man- 
age networks by a factor of 
ten," claims Ken Edmonds, 
head of Nortel’s SDH 
operations. “For a new oper- 
ator, that is a lot of people 
that you do not have to 
employ,” 


SDH is a technology tai- 
lor-made for today's digital 
age because it can support a 
wide range of networking 
services such as videoconfer- 
encing, Internet access, or 
supporting private networks 
based on asynchronous 
transmission mode (ATM) 
technology. 

Racal Telecom, another 
new UK operator, says band- 
width needs on Its network 
are growing at 30 per cent a 
year, due mainly to the pro- 
liferation or data-intensive 
applications running over 
corporate networks. 

It is upgrading its net- 
work, based on 5,700km of 
fibre running alongside the 
nation’s railways, to offer 
ATM over SDH in 350 busi- 
ness centres. 

German new entrant Veba- 
com Is building a “green 
field" network using ATM 
runnin g on top of an SDH 
backbone, and a clutch of 
other new companies are 
taking advantage of Euro- 
pean liberalisation to build 
state-of-the-art SDH net- 
works aimed at the lucrative 
business market 

As corporate appetites for 
data grows, analysts note a 
new trend to push SDH out 
from the backbone into the 
access networks. This allows 
carriers to deliver SDH 
directly to the “doorstep”, 
offering businesses a dedi- 
cated SDH link over resilient 
connections that are man- 
aged end-toend by the car- 
rier. 

Today, these networks are 
aimed mainly at large busi- 
nesses with mission-critical 
applications. However, oper- 
ators see SDH ultimately 
becoming cost-effective for 
small and medium-sized 
enterprises for applications 
such as Internet access and 
teleworking. 

A few years ago, no one 
could have foreseen that 
businesses would need the 
high bandwidth offered by 
SDH. “But today there Is a 
lot more interest than you 
might imagine and band- 
width needs are going up 
very quickly," says Mr 
Edmonds. 


A s liberalisation pro- 
duces more competi- 
tion among network 
operators, looking after cus- 
tomers better becomes a key 
issue in their business. 

State-run monopolies were 
frequently characterised by 
indifference to the customer, 
particularly the small cus- 
tomer, which was reflected 
in long waiting lists to get 
phones, high prices, slow 
repairs and lack of respon- 
siveness to public inquiries. 
Tile world of open competi- 
tion should, in theory at 
least, overcome these prob- 
lems. 

Competition has improved 
the quality of service in the 
UK in the 10 years since it 
was introduced. But regional 
differences are huge. In Lon- 
don, users have a wide range 
of suppliers and competition 
generally means high stan- 
dards of service. But in some 
remote country areas there 
is still little competition and 
service is often lacking. 

Price will be the main bat- 
tleground In the liberalised 
environment, but quality of 
service may be almost as 
important. Although domes- 
tic users will choose an oper- 
ator mainly on price, busi- 
ness users, for whom 
communications are crucial, 
may be willing to pay more 
for superior service. 

More than half of the tele- 
phone managers surveyed 
recently by the UK Telecom- 
munications Managers Asso- 
ciation said quality of ser- 
vice was the most important 
factor in choosing a supplier. 
The proportion was up to 57 
per cent from 43 per cent in 
the previous year’s survey. 

However, managers did 
not rate their suppliers 
highly an this, criterion. 
International operators 
scored particularly poorly. 
Users complain that suppli- 
ers do not meet their busi- 
ness needs. Dissatisfaction 
has grown significantly and 
many users feel they are 
spending money on technol- 
ogy that does not solve their 
problems. 

However. Albert Lee, the 
TMA’s director of quality, 
says that some of the dissat- 
isfaction can be put down to 
rising expectations rather 
than deteriorating service. 
He says that new entrants 
are setting higher standards 
than incumbents, especially 
in being more outward- 
looking. “Older operators 
tend to think of customer 
service mainly as a matter of 


network performance and to 
overlook some of the cus- 
tomer-facing aspects.” 

Understandable pricing 
schemes and bills which are 
easy to read are things 
which the customer values 
but operators often do not 
provide, he says. 

One way that telecoms 
operators are trying to 
improve is through 
increased use of call centres, 
both to sell services and to 
try to ensure that their cus- 
tomers are happy. 

Every UK domestic cus- 
tomer of BT has been prom- 
ised a call from a call centre 
once a quarter to check 
whether service has been 
satisfactory and inform him 
or her about changes in tar- 
iff. 

Orange, the UK mobile 
operator, is well rated by its 
customers, despite the con- 
tinuing unreliability of con- 
nections on all mobile net- 
works. This positive image 
may be partly attributed to 
its emphasis on customer 
support 

Last year it introduced 
“welcome” calls for ajl new 
customers to ensure that 
they understand how the 
service works and forestall 
early query calls. 

The efficiency of call cen- 
tres may be crucial in 
improving an operator's 
image. Andrew Glover, 
group director of customer 
services for Orange, says it 
now resolves 75 per cent of 
queries on the first call. 

The speed of response to 
customers' phone caffs is an 
important element of a com- 
pany's public image and of 
customer satisfaction. 

Per Jomer. a vice-president 
of telecoms equipment sup- 
plier Ericsson, argues that 
intelligent networks can con- 
tribute substantially to cus- 
tomer care, for operators as 
much as other companies. 

He says that “virtual" call 
centres equipped with 
dynamic routing systems 
should enable all calls to be 
answered by a suitable per- 
son almost instantly. 

If one centre is fully occu- 
pied, calls can be switched 
automatically to another 
centre, even in another 
country, without any notice- 
able delay, 

Mr Glover says that 
investment in training is 
just as important as modem 
technology. Orange’s call 
centre operatives receive 
five weeks of Initial training 
and four weeks of in-service 


tr aining in a year. But he 
acknowledges that with the 
extraordinary growth of the 
mobile industry it has been 
a struggle to produce enough 
experienced people to 
respond to customers' que- 
ries. 

How an operator reacts in 
the event of trouble is also 
very important in creating a 
good reputation. A line fault 
may happen only rarely, but 
the operator may be judged 
on its performance on this 
occasion and the user might 
deride on that basis whether 
to stay with that operator or 
switch to another. 

Su mmer thunderstorms in 
south London last year 
broke many thousands of 
lines and caused an abnor- 
mally high number of nails 
for help to BT. forcing it to 
bring in engineers from dis- 
tant areas to help out. In 
thfe situation the ability to 
diagnose exactly where the 
breaks had occurred and get 
engineers to repair them 
promptly was critical in min- 
imising the damage to BT’s 
business. 

Software lies at the heart 
of this struggle between the 
operators to achieve the best 
service. 

Ge ographical information 
systems which show the lay- 
out and status of lines are 
essential for the diagnosis 
and repair operation. Call 
handling, databases and 

computer-telephony integra- 
tion systems are the tools 
which operators employ in 
their call centres to try to 
differentiate themselves 
from the competition. 

Interactive voice response 
systems are spreading rap- 
idly but are usually badly 
deployed, so that often it 

“SVV* Setting harder 
instead of easier to get help. 

***■ systems 
^ Glover. 
Customers perceive them 
as the company’s barrier 
against inquiries.” But he 
notte that P/R is by far the 
most effective way to handle 
large numbers of identical 
caua, such as mobile users 

r-nttag to ho, tow 

free airtime they have left 
on their account. 
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another important tool in 

the operators' contest for 
^stomera. up to now their 
Web sites have been mainly 
confined to giving inform* 

rices 411(1 a<Jvertis ing ser- 

. However, *t will probably 
be interactive functionality 

which wifi differentiates^ 

°P erat °rs will 

toml^ l0ne to o£fer cus- 
tomers services such as hill 

22“** helpdesk sup- 
port via the Web site. ^ 
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New services boost take-up 


Prepaid cards for mobiles appeal to 
network operators because they help 
them reach new customers while 
. reducing bad debt and fraud 


P repaid telephone ser- 
vices are reaching 
new customers. But 
do they benefit business? 

The market for prepaid 
services has gained a higher 
profile following the spread 
of prepaid cards for mobiles. 
They have been particularly 
popular in Italy and South 
Africa. In South America, 
one GSM (Global System for 
Mobile) operator will sell its 
service solely through pre- 
paid cards. 

Martin Roberts, business 
development manager of UK- 
based Telsis, says: “The US 
market is way ahead, but 
prepaid has taken off in 
Europe in the last six to nine 
months." New tariffs and 
services are boosting 
take-up. 

Mr Roberts says: “Usage of 
0ne2One’s “Up 2 You" ser- 
vice was up eight-fold on 
Christmas Day as people 
unwrapped their prepaid 
presents." 

In November, Vodafone 
introduced new prepaid tar- 
iffs called “Pay as you Talk”. 
Users pay £99 to buy an 
analogue handset. Included 
in the package is one 
month’s free access to the 
Vodafone network and a £15 
prepaid card. 

To use the mobile phone, 
the customer calls a hotline 
and gives the phone and PIN 
number. The first £15 can 
either be used entirely for 
calls. Or £7.50 of it can pay 
the next month’s access. 

Calls are 5p a minute off- 
peak and 60p a minute dur- 
ing peak call times - or 4Qp a 
minffi tfl at all t<m»a And cus- 
tomers can change tariffs 
when they buy new cards. 
The customer keeps the 
same phone number pro- 
vided not more than three 
months pass without the 
£7.50 monthly access charge 
being paid. 

There are signs that the 
new tariffs are working. 
“Approximately 23.6 per cent 
of the new UK cellular sub- 
scribers signed up in the 
final quarter of 1997 were for 
the prepaid service," accord- 


ing to Dennis Exton, tele- 
coms analyst at Niiko 
Europe. 

Prepaid cards for mobiles 
appeal to network operators 
because they help them 
reach new customers while 
reducing the possibility of 
bad debt and fraud. They 
can, for example, be sold to 
developing countries where 
customers have no credit 
history. Or they can be sold 
to students or children. 

Mobile phnnamaker Erics- 
son estimates that there are 
65m mobile phone subscrib- 
ers worldwide and there will 
be 300m by fixe year 2001. It 
predicts that 50 to 60 per 
cent of these win be prepaid 
users. 

For customers, the appeal 
of prepaid services is that 
they cannot run up huge 
bills by accident and they do 
not have to pay the monthly 
charges If they are going 
away somewhere outside the 
coverage zone. Hubert Tar- 
dieu, head of telecoms strat- 
egy at European software 
and services company Serna, 
says: “They are popular with 

employees who want to 
make some social calls on 
their work mobile. " 

Prepaid cards can be use- 
ful in the air. An Air-Land 
card can be used on GTE 
in-flight phones in Continen- 
tal, United, Swissair and 
other airliners as well as In 
any US digital mobile or pay- 
phone. 

Haan Wingate, a spokes- 
woman for GTE, says this 
means that a European 
arriving at, say, Chicago's 
O'Hara airport could rent a 
mobile, bey a prepaid card 
and use it for all calls on 
land, sea or in the air. 

Using the card for in-flight 
calls cost $4 a minute (with 
no connection fee) and $0.33 
on land. Katherine J. Har- 
less, president of GTE Air- 
fone, says the card suits 
“today's traveller" and “is 
easy to include In budget 
planning”. 

Take-up of standard pre- 
paid cards for mobiles is 
more common among con- 



Omnga'i Just Talk Motorola nw201 prepaid mobile phone comes 
with a free 15-minute card. Subscribers can buy additional time by 
casing Orange and paying for their minutes by crecfit or debit card 


sumers. Mr Tardieu says this 
is because prepaid cards are 
typically a lot metre expen- 
sive per call than standard 
mobile tariffs. 

For users who do not have 
mobiles, prepaid phone cards 
(for example, from BT) pro- 
vide a convenient but not 
necessarily a cheap way of 
paying for calls outside the 
home. 

Yet cheaper cards are 
available. UK company First 
Telecom has a prepaid card 
which can be bought in CTN 
newsagents. 

A UK national call from 
this card costs the same as a 


BT call from home. 

In addition, prepaid cards 
can be badged by companies 
such as World Telecom for 
use as promotional devices 
to give to customers. 

Prepaid accounts for fixed- 
line telephony are also grow- 
ing fasL There are 30 or 40 
companies offering such ser- 
vices in the UK, mostly 
resellers who buy bulk 
capacity cheaply on others' 
networks. Companies in this 
market include SwiftcaH and 
First Telecom. 

First Telecom has grown 
to 200,000 residential custom- 
ers in just over three years 


and is adding 30,000 sub- 
scribers a week, according to 
HaUac, the company’s 
marketing manag er 

Mr HaUac says consumers 
and sole traders are buying 
First Telecom's services 
because of the low prices it 
offers and because of the 
cost control it gives them. 
Calls to the US, for example, 
are 10 pence a minute. 

Cost control is easier 
because customers can buy 
blocks of call time in units of 
as little as £10. To make a 
call, the customer simply 
prefixes the phone number 
with 1639. After the call, the 
customer only needs to press 
a button to find out how 
much it cost, which is useful 
if it is being allocated 
against a project. 

And each time the phone 
is picked up. First Telecom 
tells the user how much 
credit is left First Telecom 
is also pitching its service at 
small and medium-sized 
businesses with a post-paid 
option. 

“The cost control element 
of prepaid is important to 
businesses, but cashflow is 
even more important ” says 
Mr HaUac. 


[J2ESE23 Prepaid ca«ers 


Business surge 
is on the cards 


P re-paid services are 
proving very popular 
among consumers in 
the cellular phone market 
across Europe and there are 
signs that they are now 
being taken up by 
businesses, both for their 
cellular phones and their 
fixed telecoms services. 

Customers who take a 
pre-paid service pay up 
front for using their 
cellular phone instead of 
waiting for monthly bills to 
come in. The customer tops 
np the account as and when 
they want to use the phone. 
Such services are aimed at 
customers who cannot 
afford, or do not want the 
commitment, of a fall-time 
cellular service. 

Pre-paid services have 
been something of a 
runaway success in Italy 
where Telecom Italia 
Mobile, the country’s 
leading cellular operator, 
has more than 3m 
customers using its service. 
In the UK, progress has 
been more stately with the 
number of pre-paid 
customers currently 
standing at about 200,000. 

Now, pre-paid services 
are spreading into the fixed 
telecoms market where this 
type of service is being sold 
on the basis that it offers 
cost savings over normal 
billing methods and as a 
more effective way for 
organisations to keep 
control over expenses. The 
attraction is mainly for 
smaller companies where 
keeping a handle on 
expenses is vital, 
particularly in their first 
few years. 

One such small user is 
Dolphin Business Systems 
which takes its telephone 
service, and a pre-paid 
account, from UK reseller 
OysteL 

Dolphin sells office 
PABXs and data 
communications products 
and has been around for 
five years. It has only 
about six or seven people 
working for it and they 


travel between a number of 
sites hi London and the 
south-east of En gl and, 
including its headquarters 
in Wembley. 

In addition, the company 
has an office fn 
Copenhagen from which it 
sells ^"rilar products in the 
Danish market. Aside from 
standard fixed telephony, 
the company’s employees 
frequently use mobile 
phones and payphones 
when they are cm the move 
between their various sites 
and clients. The company 
has telephone bills of about 
£2©0-£300 a month. 

Jason Berryman, 
manag ing director and 
part-owner of the company 
with one of its other 
directors, says there are 
two reasons why paying fn 
advance is preferable to 
waiting for bills to arrive: 
“It Is a lot cheaper and you 
keep control of costs," he 
says. 

Oystel offers a significant 
discount to companies such 
as Dolphin which are 
prepared to pay in advance 
for their telephone bills. Mr 
Berryman points out that 
although the company does 
lose bank interest, this is 
outweighed by cost savings. 

He adds that keeping a 
control on costs Is also 
particularly important: 

“It’s useful if we’re putting 
in a large system that will 
involve spending every 
penny before we get the 
money back from the 
client It's nice to know 
what your outgoings are." 

By dialling an 0800 
number and using a PIN 
number from their Orange 
cellular phones or a BT 
phone. Dolphin personnel 
can access the Oystel 
network for their calls. 

These calls are then 
covered by their pre-paid 
account, 

Mr Berryman tops up the 
company's account when it 
runs low. but customers 
can also choose to have a 
direct debit. Users can set 
up the system so that It 


automatically informs them 
of the balance of their 
account every time they use 

the phone. 

Another business 
customer using a pre-paw 
service is Mantax Radio 
?3Ta Manchester taxi 
company which is using 
Orange cellular phones 

fitted with its Just Talk 

prepaid cards to improve 

communication with its 

drivers- 

Mantax, which claims to 
be the largest taxi company 
in the Manchester area, 
with more than 250 black 

cabs, is initially taking Inst 

four Orange phones but 
might buy more If the trial 
proves successful- 
The company decided to 
try the phones after 
winning a contract to ferry 
senior staff members from 
British United Provident 
Association (Bupa ) to t wo 

cabs bearing the private 
healthcare organisation’s 
logo. 

The Orange phones 
enhanced the service by 
y p^himg Man tax’s drivers 
to be reached even when 
they are away from their 
cabs, which are all fitted 
with two-way radios. This 
way, Mantax hopes the 
drivers will not miss a 
plck-qp of any Bupa 
personnel, thus op ti mi s i ng 
their level of service. 

There are two reasons far 
taking the pre-paid service 
rather another tariff 
packages on offer from 
Orange, says John Tabmer, 
Man tax’s managing 
director. 

Firstly, because it 
requires no contract. Just 
Talk enables the company 
to test whether the Orange 
phone suits theta- 
requirements. Otherwise, it 
would have to take a 
normal cgi jniar tariff 
involving a 12-mouth 
contract 

Secondly, he says, a 
prepaid service gives a 
predictable bilL 

Richard Handford 
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;EMERQMG MARKET REPORT; THE PCUUPPINES • By Christopher Price 

Bonus for telecoms groups 

The outlook for the two groups 

but ^ government is SSEKSSE? 
eomnutted to increasing competition, M ■ : •- 


arket 


- --rv— wsr.y 


j elec^ps 


COMPANY IN THE NEWS: WoridCora* By Richard Waters in New York 

Two views of takeover 


US regulatory agencies reviewing 
WorldCom's offer for MCI are 
focusing on the possible effects on 


MmwKMffS lively undeveloped telecoms *» ..... . 
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noxnic crisis has taken its 
ton 

Yet lor the country's two 
main listed domestic tele- 
communications groups, the 
turmoil has had an unex- 
pected bonus, drawing inves- 
tors in their droves in the 
hunt for defensive stocks 
and those with hi gh overseas 
earnings. 

The result has seen Philip- 
pine Long Distance Tele- 
phone (PLDT) and Digital 
Telecommunications (Digi- 
tel) strongly outperform the 
Manila stock market. 

PLDT, the country's big- 
gest provider of telecoms 
. services, was one of li^rs 
best performing stocks as 
investors shifted out of prop- 
erty and banking shares on 
fears of the devaluation of 
the peso and concerns over 
the state of the Philippine 
property market. This year 
has seen an acceleration of 
this trend. 

Digitel's attractions were 
less defensive and more 
focused on the group’s repu- 
tation as one of the fastest 
growing telecoms groups. Its 
shares outperformed the 
market by 68 per cent last 
year and, like PLDT, have 
performed even more 
strongly in 1993. 

With strong growth being 
forecast for the Philippine 
telecoms market, the outlook 
for the two groups appears 
rosy. However, while keen to 
develop the country's tele- 
coms system, the govern- 
ment is also committed to 
increasing competition, with 
a rash of new licences 
recently granted. . 

Analysts are divided over 
how the two somewhat con- 
flicting developments will 
affect the fortunes of PLDT 
and Digitel. 

The Philippines has a rela- 


people - stood at 2.9 per cent 
at the end of 1996. This com- 
pares with 43 per cent in 
Korea, 7 per cent in Thailand 
and L8 per cent in Indon- 
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However, like many devel- 
oping countries starting 
from such a low base, Philip- 
pine penetration is forecast 
to rise strongly. 

ABN Amro, the stockhrak- 
ing group, believes that tele- 
density will have risen to 6J5 
per cent by the end of this 
year, reaching 9.7 per cent 
by 2002. The number of fnmri 
lines, which stood at just 
over 2m at the end of 1996, is 
forecast to Increase to 
almost 5m this year and 8m 
by 2002. 

While operators’ revenues 
will undoubtedly rise as this 
growth comes through, 
structural changes in the 
telecoms sector and 
increased competition are 
likely to play crucial rotes in 
how the di f ferent companies 
fare. 

In the first instance, 
declining international call 
rates are being offset, in the 
short-term at any rate, b; 
rising domestic tariffc. 

This has happened partly 
due to the US authorities’ 
decision to reduce rates paid 
to foreign carriers for inter- 
national calls from the US. 
ABN Amro calculates this 
has ted to an 18 per cent fall 
in USPhilippine taHffa 

Bates charged for outgoing 
interna tional calls have also 

declined with competition, 
prom p tin g PDLT and other 
operators to secure increases 
from the regulatory authori- 
ties In domestic charges. 

Established operators have 
also expressed concent at 
the gr anting of a licence to 
Bell Telecommunications, 
which wiQ result in the new 


ferns OEBmnr 


group providing services in 
franchise areas previously 
allocated to one operator 
while the telecoms infra- 
structure is being built out 

International 
Communications 
Corporation, owned by 
Bayantel, has secured a 
similar licence. It intends to 
install and operate 140,000 
lines in Manila and 10.000 
lines in Navotas by the end 
of the year. These areas were 
previously assigned to 
Eastern Telecom alone, as 
well as PLDT. 

Alvin Tan, Philippines 
telecoms analyst at ABN 
Amro, says Digital is likely 
to prosper most from the 
different dynamics of the 
emerging market. 

“Digitel's growth, which is 
twice that of the sector 
average, will be supported 
by the low teledensity in its 
franchise area, rising toll 
traffic and better 
frsharl ng agreements 
with PLDT.’’ he says. 

In addition, the opening of 
a new international gateway 
facility and the rebalancing 
of the group's revenue 
stream following the 
changes to domestic and 
international tariff will also 
help. 

“Digitel will probably 
emerge as the Philippines’ 
second-largest telecoms 
company and the biggest in 
Its franchise area," says Mr 
Tan. 

While PLDT’s strong 
position -it has a 75 per 


cent share of the domestic 
market -is likely to see it 
benefit from the telecom 
sector's development, 
analysts have voiced 
concern over the group’s 
high level of debt. 

The devaluation of the 
peso last year raised the 
group's net debt-to-equity 
ratio from 106 per cent to 144 
per cent between June and 
September. A rights issue is 
thought highly possible this 
year. 

However, the weak Peso 
has also been a blessing for 
the group, which receives 
more than half of its 
revenues from international 
calls. Last month , the 
company reported annual 
net profits rose 18.7 per cent 
to 7.65bn pesos in spite of 
the economic downturn. 

Unfortunately, the peso 
depredation did few favours 
for Philippines' other main 
quoted operator, Pillpino 
Telephone Carp. 

The country's second 
biggest cellular services 
group receives only 8 per 
cent of its revenues in 
non-peso currencies. 

This has compounded a 
miserable two years for the 
company as it struggled to 
correct an overexpanslon 
which led to inadequate 
credit checks and bad debts. 

The hangover from this, 
involving the disconnection 
of tens of thousands of 
Pihpino customers, is likely 
to continue to undermine 
investor confidence in 1996. 
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T here are two vary dif- 
ferent views of what 
lies behind the world's 
biggest corporate takeover. 

One holds that World- 
Corn's $S7bn offer for MCI 
Communications represents 
an audacious raid on the 
Internet, an attempt to cre- 
ate a dominant carrier for 
what may one day form the 
care af the world's telecom- 
munications Infrastructure. 
The other: that the Internet 
still represents only a tiny 
piece of the telecoms busi- 
ness. and that the technolog- 
ical revolution that spawned 
It wifi move far too fast for 
any one company to control 
the course of events. 

John Sidgmore, chief oper- 
ating officer of WorldCom, 
says he is in no doubt about 
which of these is closer to 
the truth. The suggestion 
that a merger with MCI was 
conceived as a pre-emptive 
strike on the Internet is 
“ridiculous," he says. “It has 
nothing to do with the deal. 
We never considered the 
Internet” 

But that has not stopped 
the issue from becoming cen- 
tral to the regulatory agen- 
cies charged with reviewing 
the bid. The Justice Depart- 
ment has asked rival carri- 
ers far more information to 
try to gauge the power of a 
merged WorldCom-MCl on 
the Internet while the Euro- 
pean Commission is carrying 
out its own study. 

The concerns are voiced 
by Joseph Nacchio, chief 
executive of Qwest a com- 
pany which is in the process 
of building a nationwide 
fibre optic network of its 
own in the US. “If you create 
a bottleneck on the [Inter- 
net] backbone, it becomes a 
classic anti-trust issue that 
needs to be investigated," he 
says. 

As Mr Nacchio and others 
see it, the question comes 
down to whether WorldCom 
will control enough of the 
traffic to have an undue say 
in the way. Internet services 
are priced. This could affect . 
both users who buy access to 
the Internet and rival carri- 


ers, which rely on intercon- 
nections with other compa- 
nies to make this network of 
networks function. 

A fur ther concern, adds 
GTE, another big Internet 
carrier, is that a dominant 
WorldCom would have less 
incentive to maintain state- 
of-the-art links with other 
networks, because it would 
rely far less on them to carry 
its own traffic. That would 
eventually lead to a degrada- 
tion in service and under- 
mine the of mutual 

self-interest on which the 
Internet has thrived. 

WorldCom’s share of the 
Internet backbone in the US 
would be based on its consol- 
idation of four different net- 
works, the biggest of which 
are those of MCI and UUnet, 
a company WorldCom inher- 
ited with the purchase of 
MPS. which operates local 
networks in US and Euro- 
pean cities. 

According to most indus- 
try studies, these networks 
account for some 60 per cent 
of traffic carried over the 
Internet backbone - al- 
though WorldCom disputes 
such numbers, and says the 
true level of its influence is 
more accurately reflected in 
Its 20 per cent share of reve- 
nues earned by all Internet 
service providers. 

Also, it points out, other 
carriers are building rival 
fibre optic networks and 
adding the routers and other 
equipment they need to 
carry Internet traffic. With 
Hip market g ro win g so fast, 
it will become even more dif- 
ficult to dominate the Inter- 
net than it is now. 

For Bernard Ebbers, chief 
executive of WorldCom, the 
fight over the Internet has 
become one more example of 
a daring business career that 
has had a habit of r uffling 
establishment feathers. 

Carriers such as Bell 
Atlantic and GTE claim that 
other aspects of the acquisi- 
tion of MCI, which is still 
awaiting regulatory approval 
in both the US and EC, could 
also pose potential threats to 
the balance of power in the 
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Bernard Bibers: the fight 
over the Internet has become 
one more example of a 
daring business career that 
has frequently ruffled 
estabftshment feathers 

US telecoms industry. 

WorldCom, for example, 
has a clear business aim: to 
provide a full package of 
end-to-end local, 
long-distance and Internet 
services to businesses oper- 
ating in large cities. MCI, 
though also heavily skewed 
towards the business mar- 
ket, has also been a signifi- 
cant force in the residential 
market - something that is 
widely expected to end after 
the acquisition. 

To established rival carri- 
ers, this represents a giant 
cream-skimming exercise 
that makes a mockery of the 
gradualist approach to tele- 
coms deregulation taken by 
the US. 

By concentrating on busi- 
ness customers, WorldCom 
would be avoiding the cross- 
subsidies in the system that 
have traditionally favoured 
residential callers. 

Also, by assembling an 
end-to-end network rather 
than relying on rival carriers 
to complete its calls, it 
would escape many of the 
so-called access charges that 
act as a tax on the system. 
TTiese charges in part sup- 


port the requirement for the 
Baby Bells to provide a uni- 
versal service, even in 
uneconomic areas. 

Such a strategy, when 
adopted by a small carrier, 
would be merely an irritant. 
But, when pursued by a 
giant, critics claim that it 
could undermine the eco- 
nomics on which the deregu- 
lation of the industry is 
based and pose difficult pub- 
lic policy questions. 

Typical of these attacks 
have been those of the Eco- 
nomic Policy Institute, a left- 
leaning Washington think 
tank. In a report for the 
Institute this month, Dan 
Schiller, an academic at the 
University of Southern Calif- 
ornia, claimed that the deal 
would “harm the nation’s 
telecommunications system 
at exactly the moment when 
the health of that infrastruc- 
ture is most important to the 
overall well-being of the 
economy." 

By escaping many access 
charges, for instance, the 
company could undermine 
the step-by-step reduction in 
overall charges that has 
been planned by the Federal 
Communications Commis- 
sion. 

A combined WorldCom- 
MCI will have 25 per cent of 
the US long-distance market, 
about half the market share 
of AT&T, which currently 
pays access charges to com- 
plete virtually all of its calls. 

To rub salt into the 
wound. WorldCom has also 
been helped by the regula- 
tory stalemate that has so 
for kept the Baby Bells out 
of the long-distance market. 
This has given it extra 
breathing room to assemble 
its full-service networks 
before the competition for its 
core long-distance revenues 
becomes cut-throat. 

Mr Ebbers, for his part, 
has insisted that the merger 
would advance the cause of 
competition, not hinder It. 
By continually reducing 
costs and bringing down 
prices, while also creating 
new services, WorldCom is 
leading the industry into the 
competitive era. not holding 
it back. Before prevailing 
with this view, though, he 
can expect to face some 
tough questions in the 
months ahead. 
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A world of possibilities awaits you. And with NTT, Japan's largest telecommunications carrier, you can connect in 
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15 FT Telecoms 


A round-up of the telecoms Industry: Joia Shillingford takes a look at the news, reviews and forthcoming events 
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Nearly half the operators in a survey 
did not know how much they paid to 
produce bills. Among those that did, 
there were huge variations in costs 
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H ow much does it cost 
to produce a phone 
bill? Surprisingly 
few telecoms companies 
know. 

What is well known, says 
Catenas Carols of Chorfey- 
wood Consulting “is that the 
average cost of producing, 

TELECOMS FUTURES 


issuing and delivering a bQl 
In the telecommunications 
sector is 60 per cent higher 
than in the electricity, gas or 

financial sectors." 

In a global survey of tel- 
cos, UK-based Charieywood 
found that almost half (42 
per cent) did not know their 


cost per bill, while another 
six per cent said the infor- 
mation was confidential. 

This is partly explained by 
the complexity of hilling for 
multiple services and tariff 
structures. But it does not 
explain the huge variations 
In billing costs for similar 
companies. 

Independent consultant 
Frank Owen, says: “Some of 
Europe’s farmer monopolies 
are paying $12.50 
per person per bill per 
month, while in the US the 


same activity costs &50 per 
bill and In Asia it is 
approaching SI. How can 
anyone live with $12.50 a 
month?" 

Of the 52 per cent of com- 
panies who knew their costs, 
figures given to Chorley- 
wood vary from 28 cents per 
bill, up to $20 for a European 
data co mmuni cations opera- 
tor. No capital costs or 
depreciation of the original 
billing system were 
included. 

The criteria far measuring 


costs was not strictly 
defined, but the 201 compa- 
nies willing to divulge their 
costs were asked to rank 
their cost per b£Q as below 
Si, below $8, below $8 or 

above $& Charieywood found 

that: 

• Operators where the aver- 
age cost per bill is at the top 
of the scale are typically 
those with large corporate 
customers who receive very 
detailed bills. 

• Mobile operators, espe- 
cially those with digital ser- 

THINK TANK 


vices, have relatively high 
billing costs. Many of these 
were in the range of S5 per 
bill. 

Likely reasons include the 
need far real-time billing to 

prevent fraud, the need to 
support roaming, and the 
need far more frequent bill- 
ing. 

• Many of the operators 
with a cost per bill of less 
than $1 were cable TV opera- 
tors who often charge a flat 
rate each month with no 
usage charges. 


Overall, 38 per cent of all 
telcos surveyed said that 
cost per bill was not an 
tnftnenrg in their 
choice of billing system. A 
further 28 per cent said they 
did not know if it was a deci- 
sive (actor. How could it be 
if they don’t know what a 
bill should cost? 

The hilling process will get 
more e fficient , however, as 
competition puts pressure on 
costs «nd as hilling system 
suppliers look to charge by 
the bilL 


New mobile radio standard N et profits for all 

online investors 



Tetra combines 
the benefits of 
digital cellular 
telephony with 
group calling, 
dispatch 
functions, 
push-to-talk and 
high-speed data 

A new standard for 
mobile radio, 
Trans-European 
Trunked Radio (Tetra), is 
craning soon to a truck near 
you. Dolphin Telecom- 
munications (formerly 
TetraLink) plans to spend 
£200m on building a national 
Tetra network, with the first 
services available in early 
1989. 

By the end of 1999, the 
network should reach 90 per 
cent of the UK population. 

Its Canadian owner, 
Telesys tem Int ematlomal ' 
Wireless (TIW), intends to 
build a digital pan-European 
wireless network. The 
company is well-placed to do 
so having bought two mobile 
radio companies, the UK’s 
NB3 and Ge rman y's 
Terra fon Bundelfimk far a ' 
total of $90m last month. 

As well as its UK Tetra 
lic ence, TTW has licences to 
^buflffTBtra'netwarksIn- ’ • 
France and Germany and 
should be making 
annnrmnampnt q shortly, 
according to David Henson, 
sales and marketing director 
at NB3. 

. TIW has awarded a £50m 
contract to Nokia far 
network infrastructure 
equipment including 
handsets for use in trucks. 

Tetra, adopted by the 
European Telecommunicat- 
ions Standards Institute, has 
a number of advantages over 
digital mobile phones. Yves 

AGENDA 



Investing Online - a comprehensive 
global guide to the expanding world 
of finance on the Internet - forecasts 
a radical transformation 


Tatra equipment from Nokia on field trials ki FMand 


Marots, executiv e 
vicepresident of TIW and 
president of specialised 
mobile radio services, says it 
“combines the benefits of 
digital cellular telephony 
with group calfing, dispatch 
functions, push-to-talk and 
high-speed data.” 

Tetra data transmission 
-speeds areup to four tfmdd 
h i gher th e" data over GSM 
at 28300 kilobits per second, 
and a data call can be set up 
more quickly. 

Tetra also has same 
advantages over analogue 
mobile radio. Because it is a 
pan-European standard, it 
will be useful for truck 
drivers and others who 
travel to more than one 
country. Pan-European 
roaming can, of course, be 
achieved using mobile 
phones based an the Global 
System for Mobile (GSM) 


standard, but the advantage 
of Tetra is that it is good for 
group working. 

Mr Henson says: “A sales 
manager could use group 
calling first thing each 
morning to gee up a group of 
sales executives. A 
supermarket chain could, 
broadcast a message to 
*drivkrsraPapoEcei&fx5e ' ’ *'" L 
could alert all officers to a 
bomb scare. 

“Another big advantage of 
Tetra over analogue mobile 
radio, is that Tetra users can 
call anyone on any fixed or 
mobile network- They don't 
have to be on the same 
mobile-radio system." 

Calls from Tetra to the 
fixed network are 
controllable, however. For 
ex a m ple, a field engineer 
could be restricted to calling 
o nly h is customers. 

TTW is the first public 


network operator to begin 
building a Tetra network. 
There is also a test system in 
Helsinki using Nokia 
equipment in a private Tetra 
metropolitan-area network. 
TIW claims about 160,000 
subscribers in total, with, 
operations in France and 
Spain as well as a 60 per 
i^t’Stafe^'FTeafaft^ • 
the UK. 


N o industry is likely 
to be affected more 
by the Internet than 
investment,” writes 
derivatives expert Stephen 
Eckett in his book Investing 
Online*. He says: “One in 
every 100 Web pages contain 
the word flnwwne - slightly 
more than contain the word 
sex.” 

Mr Eckett predicts that in 
the future we could see 
personal finance programs 
(hat: 

• Know our income and 
expenditure, age, life 
expectancy, and family 
details; 

• Look after the household 
budget, automatically 
monitor prices at the online 
shops and order 
automatically; 

•. Arrange Insurance, 
calculating their own “fair 
value" fra insurance 
premiums; 

• Advise an stocks to buy, 
level of risk to take and, if 
asked, trade thestocka 
"iuttfiiaticafiy; ” ' 

• Monitor currency 


movements and hedge 
potential outgoings (far 
example, foreign holidays): 

• Monitor our portfolio’s 
risk and rebalance when 
necessary; 

• Monitor news broadcasts 
and all the world’s markets; 
and 

• Place spare cash on 
deposit at the best interest 
rates for overnight or term. 

“Such a program might 
sound intrusive, frightening 
or ridiculous,” says Mr 
Eckett . . but one thing it 
is not is science fiction.” 

Mr Eckett believes that 
the Internet is already 
levelling the playing field 
between institutional and 
retail investors. He says: 
“Until recently the former 
had investment skill, 
computers and proximity to 
markets (with up-to-date 
information and immediate 
trading ability).” 

But now the retail investor 
can buy powerful software 
far PCs. while the Internet 
brings easy and cheap 
contact with the market 


And. in the US, online 
trading can cost as little as 
$12 - irrespective of deal 
size. 

He believes the Internet is 
good for generating 
investment ideas (by 
browsing through financial 
f arums and Web sites), 
researching specific 
companies, and far 
monitoring share portfolios. 

He says that US broker 
Charles Schwab expects 40 
per cent of its business to 
come from online orders in 
the next four years - double 
the current 20 per cent. 

Mr Eckett recommends 
that Instead of just 
bookmarking useful sites 
within a Web browser, users 
set up a Web page with links 
to the sites. The web page 
can be edited like a word 
processing file so that when 
an investor switches stocks, 
it can be updated using 
search and replace 

comwianda. 

The book is a refreshingly 
hype-free guide to investing 
online and includes a disk of 

links to financial sites. 

* bmesting Online, doing 
business in global markets on 
the Internet is published by 
FT Pitman Publishing and 
costs £39.99. 


Dates for your diary 


March: Oftel statements on 
cells to mobile and 
interoperability. 
Consultation document on 
interactive services and 
subsidy recovery. 
Management plan far 1998 
and beyond. Oftel 
director-general to speak at 
Economist Conference. 
March Z7&18: Final days of 
World Telecommunication 
Policy Forum, which began 
nn March 16 (Geneva). ITU. 
Fax: +41 22 730 5881. 

March 19-25: CeBIT *98 
(Hanover, Germany): the 
world’s largest exhibition for 
the information and 
communications industries, 
with 900 telecoms exhibitors 
in six hafl-s featuring voice, 
text and visual 
wvm mu nica linns systems. 
Deutsche Messe. Tel: +49 
511/89-0 Far +49 511/89-326 26 
March 23-AprD 2: World 
Tdeccmmuiiicatian 
Development Conference, 
WTDC98 (Malta). ITU 
Development Sector/ 
Telemalta. Tel: +356 240 000 
Far +356246869 
March 26: ICSTIS (The 
Independent Committee for 
the Supervision of Standards 
of Telephone information 
Services) Industry 
Committee seminar 
(London). ICSTIS: Tel: +44 
(0)171 240 5511. 

March 28-April 80: Access 
Technologies (London). 
Vision in Business. Tel: +44 
(0)171 839 8391 Far +44 10)171 
839 3777/5111 
March 30&3L- GSM Road 
Telematics, Intelligent 
Traffic Applications for 
Mobile (London). AIC 
Conferences- Tel: +44 (0)171 
242 2324 or Far +44 (0)171 
2422320. 

March 30-Aprli 1: Mobile 
Internet 'SB, Revenue winner 
for the next generation 
(London). IBC UK 
Conferences. Tel: +44 (0)171 
453 5456 or Far +44 (0)171 
6361976. 

March 31&April 1 : 


Wavelength Division 
Multiplexing ’98 (London). 
Vision In Business Tel: +44 
(0)171 747 5423 Fax: +44 (0)171 
839 3777 

March 31&Aprfl 1: Tetra. 
Networks Going Live, 
Markets Going Global 
(London). IBC UK 
Conferences. Tel: +44 (0)171 
453 5456 or Fax: +44 (0)171 
636 1976. 

March 31-April 2: Digital 
Commerce 98 (London). 
Business Intelligence. Tel: 
+44 (0)181 879 3355 or Fax: 

+44 (0)181 879 1122. 

April 7-9: Fixed-Mobile 
Service Provisions FMS 98 
(London). IBC UK 
Conferences. Tel: +44 (0)171 
453 5456 or Fax: +44 (0)171 
636 1976 

April 20-22: Data 
Broadcasting ’98 (London). 
IBC UK Conferences. Tel: 

+44 (0)171 453 5456 or Fax: 

+44 (0)171 636 1976 
April 20-22: Service 
Bundling & Packaging in 
Telecoms (London). Vision 
in Business. Tel: +44 (0)171 
747 5439 Fax: +44 171 839 3777 
April 21&22: Value Added 
Services on Mobile Networks 
(London). IBC UK 
Conferences. Tel: +44 (0)171 
453 5456 or Fax: +44 (0)171 
636 1976 

April 21&22: Wireless in the 
Local Loop '98 (London). IBC 
UK Conferences. Tel: +44 
(0)171 453 5456 or Fax: +44 
(0)171 636 1976. 

April 23A24: SIM '98 
(London). IBC UK 
Conferences. Teh +44 (0)171 
453 5456 or Fax: +44 (0)171 
6361976 

April 27&28: Call Centre 
Excellence '98 (London). IBC 
UK Conferences. Tel: +44 
(0)171 453 5494 Fax: +44 (0)171 
636 ffSH 

April 27428: UK Digital TV 
T Jt nnchftS . IBC UK 
Conferences. Tel: +44 (0)171 
453 5456 or Fax: +44 (0)171 
6361976 

April 2S&29: Italian 
Telecoms (London). IBC UK 


Conferences. Tel: +44 (0)171 
453 5456 or Fax: +44 (0)171 
636 1976. 

April 28&2S: SeCA ’98 
exhibition and conference on 
call centre technology and 
services (Paris). Tel: +33 1 41 
18 8618 

April 30&May 1: Cyber Call 
Centres (London). The 
Yankee Group Europe. Tel: 
+44 (0)1923 246511 or Fax: +44 
(0)1923 247566. 

May 4-9: Africa Telecom 98, 
fourth international 
telecoms exhibition and 
forum far the African region 
(Johannesburg). 
International 

Telecommunications Union. 
Tel: +41 22 730 6161 or Fax: 
+41 22 730 6444. 

May 5-7: Info base 
- International Fair for 
Information «nri 
Communication (Frankfurt). 
Messe Frankfurt. Tel: +49 69 
7575 6801 or Fax: 49 69 7575 
6533. (Infobase runs parallel 
to Internet World Spring *98, 
which is also being held at 
Fr ankf urt Fair and 
Exhibition Centre). 

May 6&7: The Mobile 
Corporation: Almost Here? 
(London). The Yankee Group 
Europe. Tel: +44 (0)1923 
246511 or Fax: +14 (0)1923 
247566 

May 7: Sixth meeting of the 
European Regulators group 
(London). ICSTIS. Tel: +44 
(0)1712405511. 

May 13: Y2K -The Challenge 
for Telecommunications 
Management (London). 
Quadrilect Conferences & 
Training. Tel: +44 (0)171 242 
4141 

June 1-19: Corporate 
Network Strategies (Munich, 
Frankfurt, London, 
Amsterdam, Madrid and 
Milan). The Yankee Group 
Europe. Tel: +44 (0)1923 
246511 or Fax: +44 (0)1923 
247566 

June 8&9: Ermes Congress 
98 (Copenhagen). Sinclair 
Mason PR. T01: +44 (0)113 236 
0077 Fax: +44 (0)113 236 0261 


OVER $70BN IN 5 YEARS? 

FIND OUT WHERE AND HOW WITH 2 EXCITING 
NEW TITLES FOR 1998 ON LATIN 
A M ERI C AN TE I E C O M S 


Are you looking to capitalise on the exceptional telecoms opportunities in Latin America? 
Over the next five years Latin America will need at least 70 billion dollars of direct invest- 
ment in telecoms. Developing an effective telecoms strategy to successfully exploit Latin 
American markets is paramount. 

That’s why you need Financial Times Media & Telecoms expert telecoms assessment of 
this continent of immense opportunity. The in-depth market analysis and incisive month- 
ly updates offered by our Dew management report and news] err er enable you to get the 
competitive edge in a region rich with telecoms investment opportunities. When you do, 
the rewards will be huge. 

Please tick for further information 

□ TELECOMS IN LATIN AMERICA 

Packed with more than 90 tables of key statistical information, this incisive new report provides essential in- 
depth analysis of all the key local and multinational players. With detailed coverage of the regulation of 
mobile and fixed (voice) services and crucial forecasting of future trends and developments, the report is vital 
to the success of your telecoms ventures in Latin America. 

Please tick for a sample copy 

□ LATIN AMERICA NEWSLETTER 

Your most complete authoritative guide to telecoms developments and opportunities in Latin America. Farh 
monthly update provides you with detailed counrry-by-country coverage of who’s winning the big equipment 
contracts, where the greatest opportunities for new entrants are and much more. 

□ TELECOM MARKETS 

Subscribers to this market leading newsletter are given up-to-the-minute bulletins on new licences, liberalis- 
ing legislation, privatisations, technological advances, emerging markets and player profiles every fortnight. 


□ PLEASE SEND ME YOUR LATEST TELECOMS CATALOGUE 

Name 

Job Title 

Company 

Address 

- - . Postcode 

Tel 

Fax 

Email 


Please return to: 

Roper OMkuxv, Finaocul Tuoes Media flt Telecoms, Mapte House, 

14^ Tottenham Court Road, London W1P 9LL Fax: *44 (0) 171 89$ ?')»«: 
Phone: +44 (Q) 17] 8% 2071 Email; regefW&pearson-pttwmm 
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When mechanical failire delayed their Namsong liver 
diversiea project ie Laos. the Hazama Corporation af Japan faced 
ai even bigger problem: the site was in deepest inagte, miles from 
any reliable conventional cemmuicatiea facilities. 

Isiag Inmarsat's direct satellite technology, the company’s 
offices aid tbe site were able to stay in constant contact by phene, 
fax and even e-mail, ensering that spare parts were gnickly 
shipped ait. If canrse, it’s let jest constriction companies who 
benefit from Inmarsat. Tbe service is also proving indispensable to 
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Consumers are being observed more 
closely than ever before as retailers 
join the drive for globalisation, 
reports Peggy HoUinger 


Big brother is at 


your supermarket 


Big brother is watching you, 
but these days he is not the 
head of some omnipresent 
government He is more 
likely to be the head of infor- 
mation technology at one of 
the world’s leading retail 
companies. 

European retailers are fac- 
ing significant challenges 
over the next decade, and 
none more pressing than 
how to exploit the moun- 
tains of information they 
can collect on the shopping 
habits and lifestyles of their 
customers. 

Retailers such as Tesco in 
the UK and Albert Heijn of 
the Netherlands can tell at a 
glance what types of food a 
customer prefers, the age of 
Ms children, when he goes 
on holiday, and even how 
often he has dinner guests. 

The need for such informa- 
tion gathering is driven in 
pert by the fact that north- 
ern Europe’s leading retail- 
ers are finding it more diffi- 
cult to expand organically in 
their own markets. 

European retail sales have 
hardly moved ahead in the 
past two years, according to 
consultants Corporate Intel- 
ligence on Retailing, hover- 
ing at about $L9 trillion. 

Goldman Sachs estimates 
that the top 10 European 
retailers account for 56 per 
cent of the region’s , total 
retail sales and the next 40 
generate a further 40 per 
cent.' ’ ' l 
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To grow, the big retailers 
have to look for ways of tar- 
geting the highest spending 
customers, according to 
retail strategists. “In the 
past business was simple,” 
says Peter Scott of consul- 
tants Booz Allen and Hamil- 
ton. “Retailers cut costs and 
got the right mix and off 
they went But retailing on a 
European basis is much 
more complex. The next 
wave of growth will come 
from a closer relationship 
with the consumer." 

Doing this' in the home 
market is one thing, but 


European retailers are also 
being forced by the satura- 
tion In their home markets 
to move abroad in growing 
numbers. A study by the 
Oxford Institute of Retail 
Management for property 
consultants Jones Lang 
Wootton found that the 
number of cross border 
moves made by retailers in 
the past seven years was 
almost double that during 
the 1980s. 

Although the favourite 
destinations for foreign 
retailers were the UK, 
France. Germany and Spain, 
almost one-third of the 
moves were to the former 
eastern bloc countries of 
Poland, Hungary and the 
Czech Republic. 

Bui increasingly retailers 
are choosing to move even 
further afield - to the Far 
East or Latin America. 

Sir Geoff Mulcahy. chief 
executive of the UK retail 
conglomerate Kingfisher, 
argues that any retailer 
which is not making plans to 
move into such developing 
markets may have missed 
the boat for future growth. 

The drive for globalisation 
came relatively late to the 
retail sector and -has largely 
been led by supermarket and 
hypermarket operators. 
Although food is regarded as 
the most difficult product to 
transfer to new markets, due 
to widely differing eating 
habits, operators such as 


• THE EURO ♦ by Neil Bucldey 


Even bigger than 
the millennium 


The single 
currency is on its 
way but single 
prices may be 
some time 

For retailers across Europe, 
the biggest date in the calen- 
dar in the next few years is 
not the coming of the new 
millennium, but “E-Day”: 
January 1, 2002. 

That is the day of intro- 
duction of the euro notes 
and coins, the final stage of 
Europe's move to a single 
currency. As the day when 
consumers first get their 
hands an the hard currency, 
the date is arguably even 
more important than Janu- 
ary 1 next year, when the 
. euro Is launched as unit for 
accounting and electronic 
funds transfers. 

The simultaneous launch 
of .standardised notes and 
coins for 290m consumers 
across 11 countries - and 
possibly more if the UK, 
Sweden, Denmark or Greece 
-join the founder members of 
the new. currency before 2002 
. - is an event unparaHeHed 
in modem commerce: 

For any retailers not prop- 
erly prepared, it threatens to 
be a nightmare. 

If comes during the post- 
Christmas sales, when shops 
are full of more staff and 
customers - an< i tills stuffed 
"with mare notes and coins - 
than at any other time of the 
year. 

“The January 1 change 
over is not good news at all," 
says Paul Smith, Euro proj- 
ect manager -at Marks and 
Spencer, the UK-based 
retailer with, stores in six 
continental European coun- 
tries and franchised 
operations in three more, 
“We would have elected for a 
February change - the low- 
est point of the year in terms 
of notes and coins in circula- 
tion." 

The retail sector lobbied 
hard to change the date, but 
without success. Europe 
wanted to keep the symbolic 
New Year start, and stick to 
the timetable set" by the 1992 
Maastricht Treaty. 

But other details of the 
launch of the currency, cur- 
rently in the final stages of 
rtif ^ggmn before bang fixed 
by EU finance ministers at a 
special Brussels summit hi 
May. may be more to retail- 
ers' liking. 

Most important are the 
period at “dual circulation", 
when national currencies 
circulate alongside enro 


notes and coins, and “dual 
pricing”, or the display of 
prices in both euros and the 
national currency. The latter 
Is important bath to help 
customers adjust to the new 
money, and ensure shops do 
not use Its introduction to 
mask price increases. 

EU states have already 
agreed dual circulation 
should last at most six 
months, with individual 
countries free to shorten the 
period if they wish. But a 
consensus is developing 
behind a “Big Bang" 
approach, with the transi- 
tion limi ted to a matter of 
weeks, and for all countries 
to adopt the same period. 

“Better to have a short 
transition, if a hard one, 
than a long period which is 
costly and confusing,” says 
Henrik Kroner, secretary 
general of EuroCommerce 
the retail lobby group in 
Brussels. 

One segment of retailing 
unhappy with the “Big 
Bang" approach is the opera- 
tors of the EU's 3.2m 
vending machines, and 7m 
automatic service machines 
used to sell, for example, 
travel or car park tickets. 

“Ten milli on coin accep- 
tors cannot be changed in 
one day," warns the Euro- 
pean Vending Association. 

The Association is asking 
to be granted an extended 
transition period - with 
proper publicity to Inform 
consumers - and for authori- 
ties to continue to supply 
consumers with "old" coins 
throughout the dual circula- 
tion period, for use in 
vending machines. 

On dual pricing, the Euro- 
pean Commission, the EU's 
Brussels-baaed executive, is 
recommending a voluntary 
approach, based on a code of 
good practice. Mandatory 
measures would be a “last 
resort” if retailers were 
judged not to be doing 
enough. 

That will again be good 
news to retailers worried 
about the potential costs of 
widespread dual pricing. But 
consumer groups, which 
pressed for mandatory dual 
pricing from July 2001 to 
June 2002, say they will 
monitor retailers' behaviour 
carefully. 

Retailers also know they 
inevitably have a central 
role in helping customers get 
used to using the new cur- 
rency. 

Not only will consumers 
be faced with conversion cal- 
culations involving awkward 
numbers, in countries such 


as Italy they will also con- 
front sub-divisions of a cur- 
rency for the first time. 
Shoppers will have to 
develop a whole new system 
of personal price reference 
points, and “price memory” 
- the 50 or so prices of com- 
mon goods most consumers 
know by heart 

That puts significant train- 
ing demands - and costs - 
on retailers, who must pre- 
pare staff to deal with con- 
fused shoppers. 

Then there is the hard- 
ware and software- Cash tills 
and computer systems must 
be adapted to cope with the 
new money - just when 
retailers, like other sectors, 
are also having to cope with 
the year 2000 problem. 

But some observers sug- 
gest that since most tills 
have a life of about five 
years, retailers would any- 
way be due to replace some 
or all of their till hardware 
between now and the launch 
of the notes and coins. That 
means the extra costs can be 
reduced, and staggered. 

Total costs to retailers of 
the euro changeover may 
not be as high as was once 
feared. Most estimates put 
them at between 1 and 2 per 
cent of annual turnover, 
though for small shops the 
proportion could be higher. 
But the worst-case scenario 
put forward last year by 
EuroCommerce. which 
warned that the euro switch 
could cost European retail- 
ers up to Ecu27bn if they 
were forced to take on a 
heavy burden of obligations, 
has not come to pass. 

The arrival of the single 
currency could, however, 
have a longer-term, more 
fundamental impact on 
retailers. Far the first time, 
as EU consumers travel 
more and more, they will be 
able to compare directly the 
prices of goods from one 
country to the next 

That could affect all retail- 
ers In the euro zone - indeed, 
one of the main reasons for 
introducing the single cur- 
rency is to complete the sin- 
gle European market and 
increase pressure for har- 
monised prices across 
Europe. 

But Mr Smith of Marks 
and Spencer suggests that, 
in the medium-term at least, 
differing tax rates and wage 
costs will continue to lead to 
widespread differences in 
retail prices. The single cur- 
rency is coming, but the sin- 
gle European price for any 
given product is still a dis- 
tant prospect. 



Retailers are becoming entertainers - in South Africa, a mafl with on animal park, adventure rides, a gotf course and race track to planned 


Garrefbur of France and Ten- 
gelmann of Germany were 
among the pioneers of inter- 
national expansion. 

They have been successful 
partly because as hypermar- 
ket operators they have a 
product range wide enough 
to be adapted for local 
tastes. But they and others 
are also succeeding because 
consumer tastes are begin- 
ning to co n ve r ge, according 
to Keith Oates, deputy chair- 
man of Marks and Spencer, 
the UK retailer. 

For example, in fashion, 
“everyone is wearing the 


same thing," he says. “So it 
makes selling clothing in dif- 
ferent markets easier.” 

The development of new 
ways of shopping, such as 
interactive television and 
the internet, is expected to 
accelerate this process. 
According to a survey of 
European retailers by Cap 
Gemini, operators outside 
traditional mad order expect 
13 per cent of their sales to 
be via home shopping within 
two years. 

It is difficult to say how 
much of this remote shop- 
ping will be done interna- 


tionally. But home shopping 
should give retailers greater 
access to new markets. 

Retailers will then have to 
re-examine the impact this 
will have on their substan- 
tial prop e rty portfolios. The 
general consensus is that 
they will have to become 
entertainers, as much as 
retailers, to tempt consum- 
ers into the shops. 

“If Tiring the Internet or 
interactive TV gives con- 
sumers access to their 
favourite retailer, they may 
be prepared to spend more 
time in the stores anH thus 


expect an environment 
which majors on fun," says 
Mr Scott 

But shopping centre devel- 
opers are going even further. 

In South Africa, Old 
Mutual Properties has drawn 
up plans for a mall with an 
animal park, adventure 
rides, golf course and race 
track. Another shopping cen- 
tre in the industrial Ruin- 
valley of Germany incorpo- 
rates an indoor train and 
themed food courts. 

But the growing demand 
for leisure as part of the 
shopping experience means 


that retailers will have to 
invest even more at a time 
when they already face spi- 
ralling costs. 

International competition 
has put retailers under pres- 
sure to invest In customer 
service. Deregulation is forc- 
ing retailers to open for lon- 
ger hours. And proposals 
from the European Union to 
give temporary workers the 
same rights as permanent 
staff threatens to impose sig- 
nificant extra burdens on 
wage costs. 

But the biggest invest- 
ments looming for retailers 
in the short term are the sin- 
gle currency and the impact 
of the •millennium on their 
information systems. 

While a single European 
currency should make inter- 
national expansion easier in 
the long term, retailers will 
have to bear the costs of pre- 
paring for it. Most estimate 
the changeover will take 
between 1 and 2 per cent of 
annual turnover, and more 
for smaller retailers. 

Sir Stanley Raima, chair- 
man of the UK’s largest elec- 
trical goods retailer Dixons, 
recently estimated that his 
company would have to 
invest £10m In preparing for 
the millpwiiiim. 

To outsiders, the pressures 
which retailers face in the 
next few years appear to be 
formidable. But Ann Robin- 
son. director general of the 
British Retail Consortium, 
says retailers are more than 
able to meet the challenges. 
“In many ways retailing is 
coming of age," she says. 
“Politicians and other par- 
ties are beginning to realise 
that it is more than mere 
shelf filling, and that it is 
very important to a healthy 
economy." 




CHOOSE FROM THE WIDEST RANGE IN 
HANDHELD COMPUTER,-^. 
TECHNOLOGY > / 


You’ll be amazed at the new generation of Handheld Computers 
at Dixons. They take the familiar functions of Desktop PCs , 
to a completely new dimension. Comprehensive organising X 
functions plus word processing, spreadsheets and yX 

database, in an ultra-compact design so you . 

can work and play on the move. { 

TEST DRIVE THEM TODAY ( 

Ask for a full demonstration in-store. 







'Si, 1+ •r' J , f V, 


• Backlit touch-sensitive screen. 

• Digital dictaphone. • Word processor. 

• Spreadsheet ■ ■ mi ■ i »■ 

• Sketch. Was £499.99 rftYlTWl . 
6 MONTHS MTEREST FREE OPTIMI* 


• MTvri 


£ 429.99 





< PHILIPS VELO 



• 4M> memory pk* 4Mb Mra in*. • H2 kbps madam. • 324* FSSC procmaot 

• T&ucfHWatrk* bacUt sawn • BT estate By racfernpttan. Ask fee derate) 

• Poctot vonim cl Wont ExcaL internet Bcpknr and Pewerpetei Vtamc 

we waa e-Maas 

I AO UPORAOE. Ask fix details. 


£349199 



LARGER STORES ONLY 

CZ3 


FIRST FOR NEW TECHNOLOGY 


WATCH OUT FOR OUR 
VOUCHER SPECIALS! 


* 

itiMBrapaUhUbdbBkrriHHwAhmorMw AOL 



I 


in 

sd 

et 

og 

ni- 


to 

fi- 

20- 

he 

ul- 

JOr 

he 

3V- 

he 

jn- 

lip 

re. 

lat 

er- 

igh 

of 

nts 

my 

in's 

>rel- 

rdi- 

md 

gic 

;ile 

ion 

the 

eti- 

ion 

In a- 














- — -A ' .- mK 


TUESDAY MARCH M 1998 



2 RETAILING 


Homing in on 
niche markets 


UK home shopping market 1986 
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Specialist 
catalogues 
are leading 
the sector’s 
growth 

After years of decline, the 
mail order market is begin- 
ning to take off again in 
Britain. 

Verdict, the retail consul- 
tancy estimates that the 
market grew by 3.4 per cent 
in 1996, against a 2.1 per cent 
decline the year before, 
fuelled largely by the rapid 
growth in niche catalogues 
salt directly to consumers. 

Retailers have been quick 
to spot the trend, with high 
street names such as Boots, 
Marks and Spencer and 
Laura Ashley targeting 
groups of customers with 
specialist catalogues. 

Offering customers the 
ability to shop from the con- 
venience of their own homes 
is no longer something 
which British retailers ran 
afford to Ignore. 

A recent study by retail 
systems experts, ICL, found 
that almost 70 per cent of 
consumers surveyed wanted 
retailers to offer a home 
delivery service. Almost half 
liked the idea of making 
their purchases from home 
via a personal computer or 
television. 

The rapid rise of the cash- 
rich and time-constrained 
consumer Is forcing retailers 
not just in the UK. but in 
continental Europe, to 
rethink the ways they get 
products to customers. 

Most are exploring the 
potential of electronic shop- 
ping. which one leading Ger- 
man mail order group. 
Quelle, estimates will 
account for 10 per cent of its 
sales by 2005. But, in reality, 
on-line shopping is an 
embryonic market and most 
observers forecast that it is 
unlikely to account for much 
more than l per cent of 
Europe's $2 trillion in retail 
sales over the next decade. 


Mail order continues to he 
the traditional method of 
home shopping in the 
region, although characteris- 
tics of the markets vary 
from country to country. 

In the UK. the market has 
historically served lower 
income consumers attracted 
by the credit they could not 
get elsewhere. The sector 
has long been dominated by 
Great Universal Stores and 
Littlewoods. which have 
placed almost as much 
importance on their finance 
businesses as on building 
retail brands. 

In France and Germany, 
however, mail order has 
been far less class conscious, 
according to Mike Hawker, 
managin g director of Empire 
Stores, the UK group owned 
by La Redoute of France. In 
part this is due to history. In 
Germany where shopping 
hours are severely restricted, 
mail order provides much 
needed access to products. 

In France, mail order was 
bom from the demise of the 
textile industry, and was 
always acceptable to a 

MaB older sales: UK 


broader range of customers. 

"La Redoute is a perfectly 
acceptable alternative shop- 
ping route for the middle 
class French consumer," 
says Mr Hawker, "whereas 
GUS is not acceptable to 
middle class Britain." 

Mr Hawker argues that 
this makes the potential for 
man order greater in the UK 
than in almost any other 
major European market La 
Redoute has successfully 
introduced two of its French 
catalogues to more 
upmarket UK customers 
using Empire’s infrastruc- 
ture, but not its subsidiary's 
products. 

"There is a market oppor- 
tunity in Britain which does 
not exist in France or Ger- 
many,” he says. "We have 
been able to use the conti- 
nental brand to develop a 
marketplace that was not 
available to us with our own 
brand." 

Moreover, Mr Hawker 
argues, the big players in the 
UK have been slow to intro- 
dace specialist catalogues to 
the niche markets which are 
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driving most of the growth 
in mail order throughout 
Europe. 

But consumers remain dis- 
tinctly cautious about 
remote buying, in spite of 
their appetite for targeted 
catalogues. Although Ger- 
man mall order retailers 
have been quicker than their 

British counterparts to spot 
the niche catalogue trend, 
the sector accounts for 
roughly the same proportion 
of overall retail sales in both 
countries at about 4.5 per 
cent 

Stephanie Shern, vice 
chairman of Ernst & 
Young’s consumer industry 
consultancy arm, argues 
that retailers should treat 
this with caution. 

The rise of niche mail 
order is unlikely to tempt 
consumers into greater dis- 
cretionary spending. In fact, 
she says, the experience in 
the US - where the niche 
market has been aggres- 
sively developed - actually 
suggests otherwise, she says. 

"Total retail sales have 
been growing at between 2 
and 3 per cent in the US for 
the last couple of years," she 
says. "That is not significant 
growth, but the channels of 
distribution are shifting.” 

While existing mail order 
companies might think they 
have a natural advantage. 
Ms Shern says they will 
have to focus more closely 
on building their brand 
image. The rapid growth 
enjoyed by mail order some 
five years ago has levelled 
off and the sector is begin- 
ning to consolidate, with 
weaker players falling by the 
wayside. 

"In part the slowdown Is 
due to the significant num- 
ber of players we had," she 
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says. The market had 
become too cluttered for con- 
sumers to make a choice. 

Retailers such as luxury 
jewellery group. Tiffany's, 
and the department store 
chain, Saks Fifth Avenue, 
have clearly identifiable 
brand and value proposi- 
tions. So they were natural 
candidates for niche cata- 
logues and have been highly 
successful, she says. 

The rise of the niche retail- 
ers has also forced a sub- 
stantial restructuring of the 
traditional mail order houses 
in the US, says Ms Shern. 

Spelgel, whose catalogue 
was once a fixture in every 
middle American household, 
has now abandoned retailing 
to focus on offering logistics 
expertise to those who want 
to enter the market 

This trend is beginning to 
emerge in the UK. Little- 
woods, which claims 16 per 
cent of the UK market, 
recently announced a joint 
venture with Arcadia, the 
women's wear retailer, in 
which it provides the logis- 
tics to back up a home shop- 
ping service. It also last 
week agreed a second joint 
venture with Granada to 
develop a home shopping 
channel, not branded Little- 
woods, later this year. 

But beyond such moves, 
the big players in the UK 
have been slow to adapt. 
Building new brands from 
scratch takes time and fen- 
have been as willing as their 
continental counterparts to 
acquire small independent 
mail order retailers. 

Yet the opportunities are 
clear to those within the 
industry, particularly with 
the approach of a single mar- 
ket in Europe which will 
eliminate the barrier of trad- 
ing in different currencies. 
"Home shopping is the one 
truly international channel," 
says an executive from one 
independent mail order com- 
pany. “You do not need 
stores and can sell to any- 
one" 


IT is being 
developed to 
improve 
‘relationship 
management' 

In the increasingly 
competitive retailing sector, 
advances in IT systems such 
as data min ing multimedia 
kiosks and web-based com- 
merce are helping busi- 
nesses differentiate their ser- 
vices and enabling them to 
develop closer relationships 
with their customers. 

“Expenditure on IT in 
European retail markets is 
booming as cat throat com- 
petition drives retailers to 
use technology to cut costs 
and help retain customer 
loyalty." said Datamonitor, 
the market research firm, in 
a report published last 
month. 

According to Datamonitor, 
retailers in the six largest 
West European countries 
spent SlO.Sbn on IT systems 
last year, a figure which Is 
expected to rise to $16.3bn by 
2,002. Within those totals, 
retailers in Germany spent 
over S3bn on IT last year - 
the highest spending in 
Europe - but will be over- 
taken by UK- based retailers 
who are expected to spend 
C5.3bn this year on IT. 

Retailers, already under 
tremendous pressure on 
margins, are trying to 
reduce labour costs, improve 
customer retention and fine- 
tune pricing and inventory. 
To achieve this, they are 
deploying IT systems rang- 
ing from demand forecasting 
and logistics software, to 
self-scanners, electronic 
labelling systems and huge 
data warehouses. 

“There is already a sus- 
tained pressure in the retail 
supply chain to reduce cost 
and this trend is set to con- 
tinue," says IBM, one of the 
leading suppliers to the 
retail sector. According to a 
recent Harvard Business 
Review study, the cost of 
carrying inventory for a year 
is equivalent to at least a 
quarter of the price retailers 
pay for the product There- 
fore a two-week inventory 
reduction represents a cost 
saving of nearly 1 per cent of 
sales and a si gnificant boost 
to profits. 

At the same time, retailers 


are using IT ^ ^ frSSted b^NCR 

sonalise their offerings and . . — manaee the 
switch frmn “demand-led" to 


ket "leader, manage the 


-customer-focused” strate- 
gies in an attempt to differ- 
entiate their services ana 
retain customer loyalty. 

“Overall, there are two big 
vectors in retailing," say 5 
Julian David, marketing 
director for IBM Europe’s 
distribution industry busi- 
ness unit. "Digitisation, u 1 
all its forms, and personalis- 
ation." , 

The strategic trend by the 
retailer is to move from 
“product-led" to “market- 
led”. This is achieved by 
improving knowledge of the 
consumer and consequently 
increasing margins by more 
effectively positioning prod- 
ucts, argues IBM, which last 
month launched a business 
intelligence initiative aimed 
in part at helping retailers 
develop "relationship m an - 
agement” strategies. 

Business intelligence 
involves collecting, cleaning 
and organising the vast 
amounts of data available 
from point-of-sale systems, 
loyalty cards and other 
sources into a “data ware- 
house", and then using ana- 
lytical tools to extract real 
value from the data. 

Similarly, instead of 
undertaking a general mail- 
shot IT systems are helping 
direct retailers and others 
totarget the customers 
deemed most likely to 
respond. At the same time, 
loyalty cards - increasingly 
likely to be smart cards 
rather than magnetic stripe 
cards - are being used to 
boost what analysts call “fre- 
quency of shop”, especially 
in the food retailing sector. 

Other back-office systems 
sort out “customer activity” 
by helping to classify shop- 
pers by "type of purchase" 
and promoting goods that 
will appeal to them while in 
that frame of mind by prod- 
uct positioning or related 
discount offers. 

Existing IT investments 
are also being used differ- 
ently. When electronic point- 
of-sale (Epos) systems were 
Introduced over a decade 
ago, they were mostly used 
for stock control and inven- 
tory management. Now, the 
data is used to identity 
trends and target consum- 
ers. 

Retail-based data ware- 


set . — m , - _ 

records of transactions from 
^variety of Sjocwj 
systems and information 
SS such as electrcmc 
cash registers, inventory 
systems, weaker records 
and customer demographics. 
They then enable users such 
as store managers to query 
the database. 

Wal-Mart, the US retail 
eh Pi n which claims to oper- 
ate the world’s largest com- 
mercial data warehouse, 
uses the vast amounts of 
information stored there to 
guide its business. It is 
expanding the warehouse, 
S ontbe NCR Teradate 
system, from 7-5 terabytes to 
more than 24 terabytes - the 
equivalent of 6bn pages of 
text "Every cost every item 
. is carefully analysed, 
enabling better merchandis- 
ing decisions to be made on 
a daily basis.” says Randy 
Mott senior vice-president 
in charge of information 
systems. 

In the UK. self -scanning 
systems are now beginning 
to be installed commercially. 

Clearly, the internet and 
the world wide web in par- 
ticular, represents another 
emerging cha nn el. 

Many early entrants in the 
home shopping arena have 
been slow to take off or have 
failed. However. Christmas 
1937 saw a rapid increase in 
internet-based consumer 
commerce in the US. 

Forecasts for business-to- 
consumer electronic com- 
merce vary wildly from a 
conservative $6.6bn in 2000 
from Forrester Research to 
around ScOObn from IDC and 
Input Despite this, a Cap 
Gemini sponsored survey of 
European retailers published 
in March suggested the 
greatest uptake of electronic 
shopping by retailers will 
come not in the longer term, 
but over the next two years. 

“Over the next decade. 
Internet shopping will 
steadily build for traditional 
store-based retailers to 14 
per cent of total sales, and 
just over half of home shop- 
ping sales,” says the Cap 
Gemini report If such fore- 
casts prove correct, web- 
based electronic commerce 
could bring about perhaps 
the most radical changes in 
retailing for decades. 


THE SUPPLY CHAIM • by John Karonis 


Small needs, big solutions 


Category 
management is 
extending 
boundaries for 
retailers 

The world of retailing is 
getting smaller every day 
and the global consumer is 
getting more demanding. 
While some retailers might 
view this as a barrier, tomor- 
row’s retail winners recog- 
nise this as an opportunity 
and are rising to the chal- 
lenge. 

To understand these 
dynamics, one must first 
understand the forces driv- 
ing this change. 

Retailers are having to 
adapt to the growing expec- 
tations among consumers for 
round the clock service and 
for more personalised prod- 
uct offerings. There are also 
price cutting pressures. 
Retailers view low price as a 
differentiator to achieve 
competitive advantage. 

The market has also been 
transformed by advances in 
technology and communica- 
tion which has made rapid 
and accurate information 
flow between business func- 
tions possible. 

Then there is the pull of 
emerging economies, such as 
eastern Asia, the Indian sub- 
continent, and South Amer- 
ica. These win be the fastest 
growing consumer markets 
in the next century. 

Finally, legislation is eas- 
ing in many parts of the 
world, with trade barriers 
falling. However, retailers 
are at the same time having 
to deal with new and some- 
times more costly environ- 
mental legislation. 

Many retailers are also 
reorganising the way they 
operate, alien around princi- 
ples of category manage- 
ment, which seeks to exploit 
benefits from closer relation- 
ships between suppliers and 
retailers, takes a multi-disci- 
plinary approach to prod- 
ucts. 

Inevitably this means the 
introduction of increasingly 
complex processes, but they 
must be easier to manage 
and control. This contradic- 
tion is apparent in the chal- 


lenges facing each compo- 
nent in the traditional retail 
Supply chain. 

• Product development and 
sourcing: regional consumer 
preferences must be identi- 
fied and products developed 
or sourced to satisfy these 
unique needs. 

• Supplier management: 
this historically difficult 
relationship becomes even 
more complex, as language, 
cultural, and commercial 
impediments are introduced. 

• Buying: negotiating prices 

based on the true profit con- 
tribution is made mere diffi- 
cult by currency fluctua- 
tians. extended 


Broader purchasing, sourc- 
ing, and logistics capabilities 
must be developed, that 
bring in operational econo- 
mies of scale. These pro- 
cesses must yield a con- 
sumer image which is 
consistent with the strategic 
vision of the global business. 

As difficult as this may 
sound, there are retailers 
who are now successfully 
achieving this, on a global 
scale. 

There are four key ele- 
ments of a successful strat- 
egy. First, technology must 
be effectively used to cap- 
ture, assess, and predict con- 
sumer demand. It must col- 



Many retoflars are taking a multi-disciplinary approach 


transportation channels, and 
commercial practices unique 
to each culture. 

■ Merchandising: retailers 
must create the right mix of 
product to appeal to local 
needs, and stiff have rapid 
response processes in place 
when the mix must be 
changed or replenished. 

• Distribution: this must be 
more diverse, with typically 
longer channels to move 
product from source to con- 
sumer. It also needs to 
accommodate market-spe- 
cific packaging and environ- 
mental needs. 

• Retail operations: again, 
there is a need to tailor prod- 
uct presentation and service 
offerings to each specific 
market 

Each component is under- 
pinned by three critical sup- 
ply chain principles: con- 
sumer preferences, and the 
resulting service and prod- 
uct offering, must reflect 
local cultural requirements. 


lect what is selling, and by 
working with sophisticated 
decision -making and fore- 
casting tools, be able to pre- 
dict the degree to which it 
will keep selling. This can be 
relayed back through the 
supply chain , enabling rapid 
replenishment. 

Second, retailers must bal- 
ance supply efficiency with 
demand variability. By sour- 
cing fashion or seasonal 
items from the most respon- 
sive source, and commodity 
or staple items from the 
most cost-effective source, 
the supply chain is optim- 
ised to meet actual demand. 

Third, there must be open 
partnerships with suppliers. 
This allows a sharing of 
demand information, on a 
local level, which can th ?n 
be rolled up to a regional or 
global level for the manufac- 
turer. Thus, production 
economies can be realised. 

Finally, the- costs of the 
supply chain.must be visible. 


This requires an understand- 
ing of the true costs involved 
in sourcing, transporting, 
and selling products across a 
wide range of markets and 
cultures. Only then can the 
best supply chain decisions 
be made. 

Who is doing this well 
today? A few retailers stand 
oat, due to their ability to 
capitalise on these four com- 
petencies. 

Maries and Spencer, the 
UK's largest clothing 
retailer, has extended its 
reach onto the continent and 
into Asia. Its success has 
been built on the back of a 
mature and controlled sup- 
ply chain, centred on a verti- 
cally-integrated supplier 
group. Thus, product quality 
is consistent, logistics 
requirements are met, and 
the business has an “open 
book” regarding true supply 
chain costs. 

WalMart, a us retailer, 
has moved its price/ value 
competitive advantage over- 
seas. In each new market, it 
has captured market share, 
by competing on price, 
rather than service. This 
Price advantage is obtained 
through remarkably efficient 
supply chain process, seam- 
lessly integrated with major 
suppliers, to achieve rapid 
and smooth response to con- 
sumer demand. 

The Gap. the US retailer of 
casual clothing, maintains 
strict control over its supply 
chain, with its employees 
overseeing every step. Even 
m contract plants. Gap exer- 
cises control thus ensuring 
that its customer receives 
consistent quality, a t the 
best pnee, coupled with ser- 
vice that complements the 
orand & image. 

einhal" SUmniary * “going 
pobal represents a tremen- 

?hTJ fpp ? rtuility expand 
the boundaries of a retailer's 
home market. Many retailers 
are indeed trying it, but not 
an are succeeding. Those 
shared critSl 
attribute - the ability to 
respond to local consumer 
“***?■ J 111 ® using efficient 
supply chain processes, on a 
“atrosc^e. to achieve com- 
petitive advantage. 
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LEISUW5 • by Norma Cohen 

The shop as 
a destination 


RETAILING 3 


Shopping is 
polarising - 
between 

convenience and 
entertainment 

Is shopping a leisure 
activity? 

Behind that question Hes a 
raging debate over the 
design and man?»gpwipn t of 
shopping centres in which a 
growing number of real 
estate professionals are argu- 
ing that the two are inextri- 
cably linked. 

“Shopping is leisure," says 
John Milligan, partner hi the 
retail practice at property 
consultants. Jones Lang woo- 
ten. “If you don’t make It a 
leisure, activity, you’re dead. 
What is worrying about 
retailing in the UK is that 
too many retailers don’t 
understand that." 

But even among those 
who accept the premise that 
shopping bun an entertain- 
ment component, there is 
great disagreement over 
which type Of retailing 

works best with leisure and 
over the sort of leisure 
which can be beneficially 
paired with shopping. 

Gerald Ronson, chief exec- 
utive of Heron, the interna- 
tional property developer, 
argues in favour of integra- 
tion of the two first and fore- 
most because it is the best 
way to ensure assets are 
working all the time. 
“You’re not retailing at 
night,” he says. “What do 
you do after 6pm? If you 
have the space you want to 
be operating it 18 hours a 
day.” 

For this reason, a growing 
number of UK shopping cen- 
tres feature a multiplex cin- 
ema whose peak operating 
hours are after 6pm when 
most shopping has came to 
an end.. Ms Jenefer Green- 
wood, head of European 
retailing at Hillier Parker, 
notes that these typically 
pay lower r ent s , perhaps £12 
to £20 per square foot, when 
compared with other retail- 
ers who may pay up to £300 
per square foot for Zone A 
rents. 

“But maybe the promise of 
a trip to the cinema is the 
only way the mother can get 
the kids to behave," she 
notes. 

However, the introduction 
of a cinema, with its evening 
operating hours, entices a 
far wider range of food 


retailers than may be pre- 
pared to occupy a shopping 
centre and these may be pre- 
pared to pay far mare for the 
space. 

Thus, the addition of a cin- 
ema encourages further day- 
time shopping and the 
growth of food courts, lead- 
ing to a virtuous circle 
resulting in higher revenues 
for everyone. 

Freeport Leisure, one 
of the few UK property 
developers to have grasped 
the concept, is building 
a 30-acre designer outlet 
and shopping village at a 
disused coalfield site near 
Leeds. Sean Collidge, chief 
executive, says the presence 
of a leisure element encour- 
ages spending. “We only put 
the leisure in to satisfy the 
non-shopper,” Mr Colhdge 
says. 

“The non-shopper 
decreases the amount of 
money the shopper poten- 
tially will spend.” Children, 
husbands and grandparents 
need to be catered for if the 
family's primary shopper is 
to select goods unhindered. 
Thus, while mum is shop- 
ping, the kids and the grand- 
parents are busy spending 
money on enjoyable activi- 
ties. 

But even among those who 
embrace the concept, there 
is caution about what combi- 
nation of leisure and retail- 
ing actually works. 

Mr Hanson is developing 
retailing/entertainment com- 
plexes in Continental 
Europe. However, he cau- 
tions that the retailing ele- 
ment itself must contain a 
leisure theme. White goods 
superstores and food super- 
markets. he says, will not be 
a feature. “We’re thinking of 
music superstores, book- 
shops, that sort of thing.” he 
says. 

“The shopping centre has 
to be a destination,” he 
argues. “It’s a day out." 

Simon DeBartolo, the US 
real estate investment trust 
which is America's largest 
owner of shopping malls, has 
experimented successfully 
with the mall-as-destination 
concept, most notably with 
its Mall erf America in Min- 
neapolis, Minnesota- It fea- 
tures a theme park in the 
centre and themed restau- 
rants such as the Rain For- 
est Cafe which also sells 
T-shirts and endangered spe- 
cies soft toys. 

However, Michael 
McCarty, senior vice presi- 


dent and head of market 
research, cautions against a 
headlong plunge into lei- 
sure/retailing development 
“The conventional wisdom is 
that the entertainment and 
leisure component can 
e nh ance the value of a retail 
development, " he says. 
“But it is not a panacea for a 
bad centre. It will make a 
good centre better but it will 
not make a bad centre sur- 
vive." 

The right entertainment 
component, he says, can be 
the ingredient which differ- 
entiates one twhII from the 
next. Mall of America, for 
instance, draws 30 per cent 
of its shoppers from outside 
a radius of 150 miles. Fami- 
lies come to the wian for a 
long weekend, perhaps tak- 
ing in a baseball game on 
the side. 

Still, some of the world's 
most successful retailers and 
property developers remain 
sceptics. “As a general state- 
ment, there's not much syn- 
ergy at all" between leisure 
and retailing; argues Doug- 
las Leslie, chief executive of 
Capital Shopping Centres, 
the UK's largest shopping 
mall owner. 

Non-commercial activities 
such as swimming and fit- 
ness centres, he says, offer 
no synergy at alL 

Peter Odlund, head of 
European property develop- 
ment for Ikea, argues that 
siting a leisure facility at a 
retailing centre is simply a 
waste of good parking 
spaces. “You need to assume 
one parking spot for every 
four cinema seats," he says. 
And those people are not 
shopping. 

Moreover, the big boxes 
which cinema operators 
want to occupy take up 
space which could be leased 
to retailers, Ikea reckons. “In 
order for a mall to work, you 
have to have enough stores 
and big enough stores," he 
says. In order to draw shop- 
pers from long distances, the 
mall has to have a critical 
mass of fashion retailers, he 
says. Leisure is a waste of 
space. 

JLWs Mr Milligan argues 
that the debate reflects the 
increasingly fractured 
nature of the retailing mar- 
ket Shopping is polarising 
into two camps; entertain- 
ment-type shopping and con- 
venience shopping. For the 
latter, the quick in-and-out is 
the optimal style and leisure 
has no role to play. 



Leisure at the point of sate - riverside entertainment zona, restaurants and a 10-screen cinema are to be Included in The Oracle shopping centre b e ing built at Reeding 

Finding a location is only the first step to expansion 


“The three most important Issues in 
retailing are location, location, 
location,* said Sir Charles Ctore, the 
1950s entrepreneur and founder of 
retail conglomerate, Sears, writes 
Peggy HoUInger. 

The sentiment remains as true 
today as ever, and is even more 
important as retailers begin to move 
beyond their home boundaries. “The 


most difficult nut to crack in 
expancflng abroad is findbig the right 
property,* says one retailer. 

But even once the location has been 
pinpointed, retaflers with global 
ambitions are faced with widely 
differing regulations governing their 
rfghts and obligations as tenants. As 
the chart below shows, typical lease 
lengths vary from as low as three 


Guide to the major European retail leasing terms 


9 Meta ft 
ifintdMg 


teams pan, Ttaottai ripe Mate 

b to* it tarfnny Ivetta* K&b 


.■tftofruqr 


My MMy Ml hi 


yew s In many eastern European 
countries to 25 years bi Britain, where 
they can be reviewed every live years, 
but only upwards. 

Extra property costs such as 
value-added tax are equaHy variable, 
from 25 percent of annual net rent in 
Sweden to as low as 5 per cent in the 
Czech RepuMc. 

Jones Lang Wootton, the property 


Ottrpnpny 

coiti 


consultant, argues many of the 
opportunities for retailers to expand in 
north-western Europe have already 
faded due to sa turation of the market 
However, proposals to increase the 
membership of the European Union 
from 15 to 20 countries could result in 
“enormous benefits. Current barriers 
and t ariff s hindering expansion would 
be removed,” JLW says. 
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SPORTS RETAILING • by Patrick Harverson 


Relegating less active sectors 


To keep their eye 
on the ball 
retailers must 
monitor fashion 
and demographics 

Despite some recent 
setbacks. UK sports goods 
retailers are still riding the 
crest of a wave, buoyed by 
the continued popularity 
among consumers of sport 
and branded sportswear. 

In the past five years, sales 
of sports goods in the UK 
have grown by an average of 
just under 7 per cent annu- 
ally, compared to just under 
5 per cent for all retail sales. 

A. growing interest among 
consumers in most forms of 
sport both as participants 
and spectator/fans, favoura- 
ble domestic economic condi- 
tions, the emergence of 
sportswear brands as f ashi on , 
brands in their own right, 
and aggressive promotion of 
the top brands by global 
giants such as Nike, Adidas 
and Reebok, have all com- 
bined to fuel demand for 
sports goods and clothing. 

The biggest beneficiaries 
in the UK have been the 
multiple retaflers, led by (in 
descending order of market 
share} .Sports Division, JJB 
Sports, Allsports, Blacks Let 
sure and JD Sports. 

And according to analysts 
at Corporate Intelligence on 
Retailing, the sports goods 
sector is expected to con- 
tinue to outperform the 
retail industry as a whole for 
the next few years. The con- 
sultancy is predicting the 
value of the UK sports and 
outdoor goods market will 
grow fro m £29bu in 1997 to 
Mn by 2001. 

However, these same ana- 
lysts w a r n that the sales 
growth rate in the sector 
win begin to slowly decline 
in cnmvng years for a variety 
of reasons. Perhaps the 
main , and certainly longest- 
term, concern is a demo- 
graphic one; the numbers of 
20-84 year olds in the UK are 
on the decline, which means 


the group responsible for the 
hulk of demand in the sports 
group market is shrinking, 
and quite rapidly. 

However, the retailers are 
confident they can counter- 
act any negative effects of 
this demographic trend by 
either selling more goods 
and clothing to existing cus- 
tomers - British consumers 
have a long way to go before 
they match their US counter- 
parts in terms of how many 
pairs of trainers they own - 
or by attracting more busi- 
ness from people either side 
of the care age group. 

For example. Sports Divi- 
sion, the largest sports 
retailer, has successfully 
attracted more family groups 
to its out-of-town stores. The 
40-year old father shops 
there far golf equipment, his 

wife for fitness gear, and the 
10 -year son or daughter for a 
new bicycle. 

Another worry is competi- 


tion from general retailers, 
in particular the big super- 
market groups that spy an 
opportunity to undercut the 
high prices of the specialist 
sports retailers by offering 
discounts on top brands like 
Nike and Adidas. Tesco and 
Asda have already dipped 
their toes into this market 
with moderate success. 

Yet the specialist retailers 
are not unduly worried by 
this sniping from outside 
their sector. They believe 
the supermarket chains are 
only interested in making 
brief forays into the market 
an d do not represent a 
long-term threat- They also 
believe most of their custom- 
ers will prefer to buy from 
specialists offering the full 
range of branded products 
rather than go downmarket 
and pick up bargains from 
elsewhere. 

This point was echoed 
recently in a report from 


Verdict Research, the 
retail consultancy, which 
said attempts by supermar- 
ket chains to steal market 
share from sports retailers 
would not ultimately work 
because "streetwise consum- 
ers do not want to buy such 
products from a supermar- 
ket" 

Another, more plausible, 
threat to the sports retailers' 
peace of mind comes from 
the dreaded “F" word: fash- 
ion. One of the forces behind 
the recent growth in the pop- 
ularity of sportswear brands 
has been the emergence of 
sports shoes and clothing as 
fashion items. 

Yet the problem with 
being fashionable is that the 
sensation does not always 
last for long, and there is 
always the possibility that 
more trend -conscious con- 
sumers will desert the main 
sports brands for newer, 
non -sporting names - which 


is not good news for special- 
ist retailers. 

In the US, for example, 
sales of Nike sports shoes 
have suffered in the past 
year from the rising popular- 
ity of so-called “brown 
shoes” as brands such as 
Caterpillar and Rockport 
have become more fashion- 
able among young consum- 
ers. 

If the sports retailers are 
not to lose out, they will 
have to become more 
attuned to trends in the fash- 
ion world. This can be a dan- 
gerously unpredictable busi- 
ness. as JD Sports 
discovered last year when it 
ran into trouble after stock- 
ing its stores with too many 
products from sports brands 
that had, unbeknown to the 
retailer, become unfashion- 
able with buyers. 

In spite of these broad con- 
cerns, it would be wrong to 
suggest the outlook for UK 







The hlflh praftte of team, such as England's rugby side has helped retailers increase Iher sales of sportt»g goods 


sports retailers is cloudy - 
just perhaps not as sunny as 
it has been. And this year 
the sector should enjoy a sig- 
nificant lift from the football 
World Cup. Should England 
do well, replicas of the 
national team kit will fly out 
of the Bhops. 

As for which trends to 
look out for this year, fur- 
ther consolidation in the sec- 
tor remains likely. With 
more than JL500 independent 
sports retailers operating in 
the country, there are plenty 
of opportunities for the big 
players to grow through 
acquisition, although the 
lar.it of medium -sl 2 ed chairm 
means any expansion will be 
achieved in small steps 
rather than in leaps and 
bounds. 

Another trend is more flo- 
tations. Market leader Sports 
Division is already commit- 
ted to coming to the stock 
market this spring or early 
summer with a likely price 
tag of about £350m. Other 
possible candidates for pub- 
lic offerings Include Alls- 
ports and Cobra. 

Finally, Corporate Intelli- 
gence on Retailing warns 
that UK retailers may soon 
face competition from a for- 
eign invasion. The US giant 
Sports Authority has been 
looking to expand in Europe 
(although Germany seems a 
more likely first target than 
the UK). However, a more 
immediate threat will come 
from Decathlon, Europe's 
biggest sports equipment 
retailer. The French groups 
plans a major expansion into 
the UK and is likely to repre- 
sent real competition to 
domestic players. 

On the subject of foreign 
arrivals to the UK. the single 
biggest event in sports retail- 
ing this year - at least in 
terms of the publicity hype - 
win be the opening of the 
country's first Nike Town 
superstore on London's 
Oxford Street Nike may be 
having problems at home, 
but in the UK high street its 
trademark “swoosh” is still 
likely to draw a crowd. 


European retailing digest 

UNITED KINGDOM 

■ The Economist Intelligence Unit recently reported that the 
UK was the second best place in the world to conduct busi- 
ness between 1997 and 2001 (Netherlands - first) 

■ 1998 began with growing economy, Ming unemployment 
and subdued Inflation 

■ Market concentrated with small number of large chains; top 
100 retailers account for almost 70 per cent of sales 

■ Retail market by type of outlet is 62.3 per cent food; 37.7 
per cent non-food 

■ Overall sales growth will be low but outlet centres offer 
growth potential 

■ Shopping becoming more of a leisure activity - new Blue- 
water complex, Kent, retailers debating extended hours 

■ Out of town development is hindered by tightening of plan- 
ning policies 

■ Loyalty cards are booming 

■ Heed of population per outlet; 202* 

FRANCE 

■ Second largest economy behind Germany (half GDP is gov- 
ernment spending) 

■ Under performing economy 

■ Double digit unemployment and 35 hour week - limiting 
consumer spend ng 

■ EMU participation has put spotlight on government deficit 

■ Average age of population is about 38 with 20 per cent 
over 60 and 20 per cent under 20 

■ Retoll market by type of outlet Is 30.1 per cent food; 69 per 
cent non-food 

■ Number erf store openings down due to tight legislation; 
little available land 

■ More mergers and foreign investment In sight 

■ Retaflers looking to Increase p ro fi ts with improved 
operations 

■ Hypermarkets dominate; most retailer segments are slow 
speciality “high end" doing well 

■ Head of population per outlet 169* 

GERMANY 

■ 50 per cent larger economy than France 

■ Consumer spending flat with threat of gas tax and VAT 

increase 

■ Retail market by type of outlet te 19 percent food; 81 per 
cent non-food 

■ Malls introduced, hying to increase customer service levels 

■ Convenience stores becoming important 

■ Expanded store hours 

■ Head of population per outlet 196* 

ITALY 

■ Two years of hardly any economic growth 

■ Government tightening fiscal poficy for EMU 

■ ITpercentofthepopukationlsovarfiS ! 

■ Retell market by type of outlet Is 33.4 per cent food: 66.6 1 

percent non-food 

■ Retail market Is fragmented; largest retailer, Co-oo * m th« 

bottom third of top 100 global retailers ™ 

'"“WOTS Of competition, hypermar- 
kste toks stare from department stores and supermar^^T 

■ Head of population per outlet 91* 

Sa^mes: OekMe Consulting-, Corporate hte&genca on Retail- 






How to find new customers in unexpected places. 
(On the Internet, for example.) 


IBM has helped one of the world’s largest airlines to 
link their established reservations and ticketing 
systems to the Web -allowing them to sell tickets over 
the Net The processing cost of a conventional airline 
tickeiis around £5- an e-ticket only costs about 62p. 


Chelsea Football Club has launched its online MegaStore, built 
and hosted by IBM Global Services. Supporters worldwide can 
purchase official merchandise and gather up-to-the-minute 
information on match results and players. The site gets an 
average 350,000 hits a day- that's a staggering four per second. 


You can use a Web site to talk about your company, 
to display products, to whet the customer’s appetite. 

What if you used it to sell something? 

IBM is helping thousands of businesses to turn their 
Web site into a veritable market place. And m akin g it a safe 
place for customers to buy. In short, making e-commerce work. 

Whatever business you’re in, IBM can provide advice, 
hands on technical know-how, in fact whatever it takes to 


turn your Web site into a dynamic sales channel. 

With decades of experience, IBM is uniquely qualified 
to link all your vital business processes, via Internet 
technology, to your Web site: bringing together inventory, 
billing, shipping, warehousing, the works. 

Transforming your company into an e-business. An 
electronic business. 


Search: vmw.ilm.com/e-biisiness 

For e-business case studies, facts- and solutions relevant 
to e-commerce in your business, visit our Web site. Or call 

0800 675 675 (Quoting FTE2). We’re expecting you. 
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